THE OUTLOOK 


Cuban Sugar Credits—The Railroad Situation—New Factors in Foreign Exchange—Improvement 
in Bonds—The Market Prospect 


tions in trade and industry have become quiet. The 

basic industries are particularly stagnant with iron, 
steel, soft coal, chemicals, copper and shipping very de- 
pressed. A few industries such as woolen manufacture and 
to a lesser extent silk and cotton manufacture are active but 
these are the exception. 

The price situation is changed in the sense that the down- 
ward movement is not so rapid as a few months ago. Never- 
theless there are sufficient commodities displaying weakness 
to indicate that deflation is not yet complete. Foreign ex- 
change is depressed and the sluggishness of the stock market 
is a pretty fair commentary. on the immediate outlook for 


business. 


We the arrival of the mid-summer months, condi- 
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ROUBLES of a serious nature and 
involving matters of importance to 

the financial community, have been encoun- 
tered by the Administration in connection 
with the situation in Cuba. Among the stocks that have 
fluctuated most violently on the New York Exchange of 
recent weeks have probably been the Mexican oils and the 
sugars, although for very different reasons. In the case of 
the sugars, the difficulty has lain in the fact that a sharp re- 
duction of the price of the raw article had occurred at a time 
when Cuban sugar producers were carrying with bank credit 
enormous stocks of the staple in the belief that they would 
be able to dispose of it in time to meet their liabilities. They 
have not been able to accomplish this object, and they are 
not now likely to do so in the near future owing to the over- 


CUBAN 
SITUATION 


production of sugar and the relative decline in purchases for 
future consumption. The result has been to present as alter- 
natives the failure of large Cuban sugar producing enterprises 
with consequent loss to the banks, or on the other hand the 
extension of new credits. 

An essential element, probably, in working out these new 
credits will be found in Government support and to provide 
this it has been strongly urged that the State Department 
should undertake to protect the bankers in a scheme whereby 
they would supply the Cuban Government with $50,000,000 
to $75,000,000, while the Cuban Government should agree 
to receive an American fiscal representative whose duty it 
would be to repay the bankers out of the proceeds of Cuban 
revenues. This would practically involve a financial protec- 
torate in Cuba and opens up a field of activity for the Gov- 
ernment at Washington into which it is doubtless loath to enter. 
Without its doing so, however, it would seem likely that very 
heavy losses will be sustained and that perhaps failures of 
considerable importance in Cuba will be precipitated or ag- 
gravated. 

innit oil 


MPROVEMENT in the railroad finan- 

RAILROAD cial situation is obviously not going fast 
“LIQUIDATION” enough to insure the conservation of the 
carriers’ interest. There are some railroads 

whose reports indicate a very serious financial situation and 
although they are gradually improving, as current reports of 
net earnings show, there is no little danger that their creditors 


“may become tired of present conditions and attempt to col- 


lect from them under circumstances which would practically 
371 








drive them into the hands of receivers. It would be infinitely 
disastrous to the country to have any situation such as this 
develop, and the fact is evidently recognized by the Admin- 
istration which is now, according to current report, preparing 
in good faith a plan whereby its own claims upon the railroads 
for funds spent during the war in betterments will be converted 
into long term obligations, while on the other hand complete 
settlement of accounts growing out of a guarantee of earnings 
is also projected. 

Both phases of relief should be ¢arried through to com- 
pletion as soon as practicable, since only in that way will any 
immediate relief to the carriers probably be obtained. 
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EVERAL important influences have ap- 


DISTURBING peared to disturb foreign exchange, and 
pm oy through that means to interfere still more 


seriously with foreign trade. The German 
reparations settlements continue to give trouble. When the 
first payment was announced, and when it was made known 
that a substantial proportion of the transfer had been made in 
dollars, it was believed that the market would be freed of 
any further immediate effects. The dollars were promptly 
transferred by the new holders and the exchange market was 
to that extent thrown out of gear, commercially speaking. 
Orders later issued by the Reparations Committee that the 
Germans should henceforward pay in Allied or neutral cur- 
rencies and should cease payment in dollars, were likewise 
announced as foreshadowing the withdrawal of the repara- 
tions factor from the exchange market. Recent developments, 
however, have made it plain that Germany's operations in 
neutral markets are quickly shifted, in so far as their effects 
go, to this market. Ain illustration of the character of this 
transfer is afforded by the 150,000,000 mark loan recently 
floated by Germany in Holland and whose announcement 
apparently had a two-fold indirect effect—that of strength- 
ening marks and depressing sterling in New York. On the 
other hand, the announced purpose of the British Government 
to accumulate dollars here and meet its early autumn obliga- 
tions in advance, is likewise tending to create a further pre- 
mium upon dollars and so to depress sterling. 

Altogether the exchange market today is practically 
dominated by a series of troublesome factors of a size and 
importance whose effect can hardly be correctly estimated 
in the absence of exact knowledge of the methods pursued in 
the carrying out of business involved by them. That there 
will be any early or positive relief from the working of such 
factors is rather too much to expect. On the contrary, it is 
reasonable to believe that as the reparations process becomes 
more and more complex it will exert a greater direct influence 
upon American conditions, interfering with rates of exchange 
which would otherwise have been maintained here. British 
financial plans may operate in the same way, although the 


extent to which they will do so is, of course, uncertain. The 
outcome of these factors upon trade is likely to be a more or 
less disturbing one unless the unexpected should happen,.and 
some effective means looking to what is called “‘stabilization”” 
should be developed. None such is in sight today. 
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NE of the interesting features of the 
investment situation today is the slow 
but apparently genuine recovery in bond 
values. It has been the experience in past 
periods of depression that recovery set in first in the bond and 
long-term security side, and did not develop in the stock mar- 
ket until later. The question is therefore interesting today 
whether the apparent revival in bonds just now in progress is 
of this description, or whether it represents only a temporary 
wave of higher prices. It is interesting to observe that atten- 
tion has apparently been given first of all to good railroad 
and industrial bonds and that Government securities have 
been relatively less strongly supported. Indeed, during the 
past year Government bonds have averaged an advance of 
only a little over a single point. Secretary Mellon's an- 
nouncement of a 534 per cent loan, and the action of the Brit- 
ish Treasury in placing a three-year loan on a practically 
equivalent basis are tantamount to admission that this, for the 
present at least, is the value of government credit. When the 
investor turns to higher interest-bearing industrial and railroad 
bonds he practically registers his belief that the issuers can 
continue to pay these higher rates, which in turn is equivalent 
to the expression of a belief that a revival in business is shortly 
to be expected. The change in bond values may be a some- 
what early forecast of a better industrial situation, but for 
what it is worth it deserves attention as one of the signs of 
the times. 


REVIVAL 
IN BONDS 
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HE action of the market continues to 
show a lack of buying power and per- 
sistent efforts by operators working 

aggressively on the bear side. The 

latter seem to be successful in depressing prices in one security 
after the other. 

The most discouraging aspect of the market at present is 
the shrinkage in the prices of a number of a standard divi- 
dend paying issues to a level which indicates that their divi- 
dends will be reduced or passed. 

Naturally there will come a time when the market should 
begin to discount an improvement in business; but as the com- 
mercial outlook for the time being is for a slow recovery, the 
combined judgment indicated by the action of the market 
seems to forecast a further period of adjustment before the 
discounting process begins. 


Tuesday, July 19, 1921. 
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Oo” Investment and Business Service not only presents a weekly summary of the 
changes in numerous industries, but calls attention to important changes in the 
trend of securities. We issue Special Letters whenever these changes occur. 
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Is-It Time to Buy? 


Samuel Vauclain Gives Views on This and Other Questions—Trade Prospects as He Sees Them 


FEW days ago, while skimming past 

the Jersey swamps aboard the Phila- 
delphia express, I had the honor of sitting 
directly behind a newspaper “boy,”—an in- 
terviewer. He turned around occasionally 
and made pleasant comment, some of it 
interesting to me, also an interviewer. 

“These exalted rulers and _ keep- 
ers of the privy seal of big business won’t 
talk nowadays,” -he said. “I beseech and 
supplicate and implore them for a candid 
expression. I pass the plate among the 
congregation of millionaires 
for just one real fact, and all I 
have to take up to the editorial 
altar are some propaganda but- 
tons, some platitudinous shingle- 
nails, and a few brave and 
courageous pennies. 

My friend was more than 
one-half of one per cent right. 
In these parlous times (what- 
ever that means) everybody 
wants to be a diplomat,—that 
is to say, everybody wants to 
please everybody and say 
nothing. Which is like the 
candidate for the legislature in 
a district where the Wets and 
Drys were about evenly di- 
vided. This candidate was 
known for his ability to dodge 
and shift and evade the Great 
Question, But at a meeting it 
looked as if they had him cor- 
nered at last. 

In the midst of his speech of 
“glittering generalities,” he was 
interrupted by a piping voice 
from the center of the hall. 

“If you are elected, will you 
vote for prohibition?” He 
stopped. Quiet reigned. He 
would have to declare himself 

“T will—’ he shouted, at 
which those who were in fa- 


vor of prohibition cheered 
loudly. When their cheering 
subsided, the speaker shouted again— 
“Not—.” At this the Wets set up an aw- 


ful rumpus, flung their hats and canes in 
the air and shouted for joy. When the 
noise died away, the speaker took one 
step forward and blandly said— « 

“Tell you.” And all cheered. 

He pleased all hands and said nothing. 


A Man With Something to Say 


But I was on my way to Philadelphia 
to interview a man who, if he talked, 
would say something. A man who has no 
awe of banks or a board of directors or 
of politicians or of the public—a man 
who is neither a professional diplomat nor 
an agitator,—a propagandist nor a sooth- 
sayer,—a man who gave utterance to these 
strange words—“I do not know how much 
I am worth, but 1 am quite sure that I 
am being paid enough, and that it would 


have been stealing from my life to give - 
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thought to money in which I was not in- 
terested, when that same thought might 
have been given to mechanics in which I 
was interested,’—a man who, in spite of 
these words of his, is at the head of one 
of the biggest industries of the world, 
with the world as a field; a man who also 
said this—“I have never taken a vacation, 
because no place ever offered as many 
different kinds of amusement as could be 
found in the day’s work, and although 1 
usually spend from twelve to sixteen 
hours in the office, I do not consider that 





SAMUEL M. VAUCLAIN 


I have ever really worked. It has been 
simply fun, and why call the thing we 
like to do ‘work’?” A man whose judg- 
ment is respected as much by the leaders 
of the industrial and financial world as 
by those who are doing the humblest work 
in his plants——a man who is sure of him- 
self, tolerant of others, kind, calm and 
dependable—Samuel M. Vauclain, presi- 
dent of the Baldwin Locomotive Works 
of Philadelphia and Eddystone. 

Mr. Vauclain literally grew up with the 
Baldwin Locomotive Works. This. con- 
cern was established ninety years ago and 
Mr. Vauclain has been with it for forty 
years, It is the largest manufacturing 
plant in Philadelphia which is perhaps the 
leading manufacturing city in this coun- 
try, and the Eddystone plant comprises 
about five hundred acres, Baldwin’s has 
for present customers Great Britain, 
France, Belgium, Spain, Scandinavia—in 


fact nearly all the countries of Europe, 
Central and South America. 


Education 


Mr. Vauclain never had a college edu- 
cation, though few men are better edu- 
cated. And in this connection it might be 
well to note some of the things that a 
man must know in order to be a success- 
ful and progressive president of the Bald- 
win Locomotive Works. 

In the first place, he must know all 
about locomotives, plant economy and fac- 
tory management. He must 
know how to get along with 
labor. He must know as much 
banking as a banker, and must 
be as familiar with finance and 
credit of the different countries 
of the world as he is with his 
own. He must know almost 
as much about manufacturing 
steel as the head of the steet 
trust, and as much about coal 
as the coal barons. He must 
know commodity prices here 
and throughout the world,— 
their influences and the causes 
of their rise and fall. He must 
know agriculture everywhere. 
He must be continually familiar 
with the state of the railroads 
in his own country and in the 
countries of the world. He must 
know the standing of nations 
and of the large individual cor- 
porations in those nations. He 
must know state and national 
legislation here,—old and new 
and proposed, and the same in 
other countries in which he has 
business connections. He must 
know Wall Street and the 
stock market, and he must 
know the Wall Streets and 
stock markets everywhere else 
on this shining globe. 

Does this mean education? If 
it’ does, then Mr. Vauclain 
should be about as well edu- 
cated as the young gentleman who gets his 
diploma from a college and proudly walks 
away to the farewell music of the chapel 
chimes. 

* * . > ” * 

A happy looking secretary means much. 

“I would like to see Mr. Vauclain,” I 
announced to the happy looking secretary. 

“May I ask the nature of the business?” 

“IT.am from THe MAGAzINe or WALL 
Street,” said I, “and I want to ask him 
a lot of questions.” 

She departed and returned in a mo- 
ment, “Mr. Vauclain will see you.” 

I seated myself at Mr. Vauclain’s desk. 
He signed a couple of letters, then turned 
to me and took off his nose glasses. 

“What can I do for you?” Then the 
rapid fire of questions and answers began. 

“Our readers would like to know if 
now is the time to buy.” 

“No one should buy anything unless he 
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has to,” answered Mr. Vauclain. 
only question is, do you need it? 
need it now is the time to buy it. Prices 
have nothing to do with it. I wouldn’t 
buy steamships at ten cents apiece if 1 
didn’t need them. At the present time 
manufacturers are not making money,— 
they are just going along in order to make 
business.” 


“The 
If you 


r 


“Is it time to stock up with goods?” I 
asked. 


“This is no time to stock up with 
goods. It is a wise man who provides 
today only for his current needs—noth- 
ing more.” 


“Can steel men afford to expand their 
plants now?” was my next question. 

“Tt is not essential at this time for steel 
plants to add to their equipment and to 
make factory additions. We have all the 
steel plant capacity we need for the next 
ten years. The plants are already ex- 
panded owing to war requirements, and 
it will need the maximum of business to 
enable these plants to work up to ca- 
pacity.” 

“Should the railroads purchase new 


“He might come out all right. If he 
starts now he is beginning at the bottom 
and can come up. It might be better to 
start now than later. Surely it is better 
to begin a business now than it would 
have been a year ago. As a general thing 
it is poor judgment to start a new busi- 
ness at a boom time.” 


“Where will a man like Durant find 
himself who organizes a large motor 
combine, for instance?” 


“This is a good time for a big or a 
little man to start business, for the 
reason that business now is at a low 
ebb, and when either a big or a little 
business is begun when times and busi- 
ness are at a low ebb, it has a solid 
and substantial basis.” 


What Caused Depression? 


“Now, Mr. Vauclain,” I asked, “what 
caused this d—darned depression any- 
how?” 


“Simply because every one got tired of 
doing too much business with too little 
money. There wasn’t enough money for 








EDDYSTONE—THE LOCOMOTIVE CITY 
A bird’s-eye panorama of the extensive Baldwin Locomotive Works which covers 


more than 500 acres 


equipment at once, obtaining the money 
by financing, or should they wait?” 

Wouldn’t Buy Unneeded Equipment 

“If I were the president of a railroad 
1 wouldn’t buy any new equipment as 
long as I could repair the old. Where I 
had inefficient equipment I would replace 
it with new and modern equipment, pro- 
viding I could secure long time credit that 
would enable me to pay for it out of the 
profits made by the increase in efficiency. 
In other words, I would want the addi- 
tional equipment to pay for itself.” 

“What sections of the country are pros- 
perous, and why?” 

“I don’t know that there is any marked 
difference in the country according to sec- 
tions. Most of the country is contented, 
and most people are taking a reasonable 
view of the situation, and are cutting their 
cloth according to the requirements of 
the garment.” 

“Where will a man find himself a year 
from now if he opens up a small retail 
store?” 
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the volume of business. Everything had 
to be done on paper. There is no abso- 
lute way to guarantee the end of all busi- 
ness depressions, for the reason that it 
is impossible to control the human race 
in its fluctuations of high up and low 
down.” 

“How far down are steel prices com- 
pared with what they used to be?” 

“Steel prices are relatively lower now 
than ever. I never bought steel plates 
under one ten, and now they are at a cent 
a pound.” 

“What gives Mr. Schwab the courage 
to go ahead and spend twenty million 
dollars on plant improvements with steel 


- prices breaking right open?” I asked, a 


recent newspaper story in mind. 

“Well, Charlie ought to know what he 
is doing,” replied Vauclain, “but I will . 
believe this story when the money is 
spent.” 

“Is the buyer’s strike over?” 

“Not yet. It exists in every line of 
business. About the only lines that oc- 


cur to me at present in which there is a 
shortage are baby caps and ladies’ hese. 
There is an abnormal shortage in the sup- 
ply of these.” 

Mr. Vauclain stated that Baldwin's is 
doing a fair business now, running thirty 
per cent of capacity, and keeping up divi- 
dends. 


The Cost of Steel 


Towards the close of the interview, 
Mr. Vauclain had more to say with 
reference to steel. Said he,— 


“Referring to the cost of making fin- 
ished steel and the inability of steel 
makers to make any money at the present 
reduced prices, I have just received some 
figures from Mr. Grace of the Bethle- 
hem Steel Works. It requires about five 
tons of raw materials to make one ton 
of finished steel product. The increase 
in transportation on ore, coal, limestone, 
scrap and the miscellaneous supplies 
necessary figures $7.85 per ton of finished 
steel. To this must be added the in- 
creased cost of ore, coal, limestone, al- 
loys, fire-brick, oil and miscellaneous sup- 
plies at point of shipment which amounts 
to $7.10 per ton of finished steel. To these 
two items must be added the increase in 
the cost of labor under the present wage 
scale, as compared to wages of 1914 
which amounts to $5.64 per ton of fin- 
ished steel in the steel plant proper. You 
thus have a total increase in the cost over 
the year 1914 of $20.59 per ton of finished 
product. 

“If boiler plate is sold at 2 cents per 
pound, or $44.80 per ton, it is equivalent 
to a pre-war price of $2421 per ton, or 
about 1.08 cents per pound. I remember 
buying boiler plate as low as 1.10 cents 
and Mr. Grace states that for the ten 
year pre-war period, from 1904 to 1913, 
the price averaged 1.51 cents per pound. 
You can see that before any of the steel 
plants can make money at these prices 
a reduction not only in labor but in 
freight rates as well as in the cost of 
raw material at points of shipment must 
be made. 

“There is much yet to he done before 
manufacturing can be placed on a sound 
financial basis, but the work is going 
forward rapidly, and it will be done.” 

I asked Mr. Vauclain about the various 
rumors that Germany was underbidding 
our manufacturers on locomotive prices. 


“That is nonsense. I could show you 
figures which will prove that Germany 
is not underselling us, or even under- 
bidding us anywhere. Moreover, for- 
eign countries are paying us right now 
for goods sold, according to contract. 
A few months ago we sold Mexico 
some locomotives to be paid for at the 
rate of a locomotive a month, and 
Mexico is prompt in her payments.” 


The Big Obstacle 


“What- most handicaps business re- 
vival?” was my last question. 

“Taxes. They hamper the natural 
growth of industry. They keep back new 
enterprises, and old ones are so burdened 
with taxes that they can’t pay dividends. 
There must be dividends or there will be 


‘no business, for the backbone of business 
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UCH of the discussion about business 

prosperity and the prospects for re- 
covery moves at cross purposes. Those 
who speak of these subjects have apparently 
no definite standard by which they meas- 
ure such expressions as “good business,” 
“prosperity” “export trade,” and the like. 
There is, certainly, a good deal of com- 
parison between present conditions and 
those of the “pre-war period,” but many 
conveniently neglect to say whether they 
mean by “pre-war” the early part 
of the year 1917 or the correspond- 
ing period of 1914. Beyond ques- 
tion there would be a very much bet- 
ter understanding of our present situation 
if we could gain our own consent to a 
clearer explanation of the terms that are 
currently used. A definite standard of 
measurement is urgently called for. 


What Is the Proper Standard of 
Measurement? 


The question what standard of measure- 
ment is most appropriate for use in the 
analysis of the present business position 
offers a large field of discussion. There 
are undoubtedly many who believe that we 
cannot return to the conditions, whether 
in prices or in wages, which prevailed be- 
fore the outbreak of the European War. 
However this may be, it is certain that the 
levels which existed at the beginning of 
1917 are wholly out of the question as a 
point of departure from which to compute 
the extent of the changes that have since 
been introduced. At the beginning of 
1917 we were feeling the full force of 
European inflation which had been re- 
flected here partly through excessive pur- 
chases of goods at high prices. partly 
through transfers of gold, and partly 
through the development of other artificial 
and unprecedented conditions. For con- 
venience, therefore, the standards em- 
ployed in this discussion will be those of 
the pre-war or ante-1914 period and 
amendments may be made by modifying in 
the reader’s own mind the basis of com- 
parison so far as he may think best. 


Our Present Price Level 


At the present moment we have a price 
level which, if compared with that of 1913, 
shows an advance of about 40 per cent. 
This means that if we were to take an 
average of prices of representative com- 
modities for the year 1913, the present 
prices of the same commodities would be 
about 140 per cent of those of 1913. 

Much is said about the shrinkage of 
prices and the restoration of pre-war 
levels. It is undoubtedly true that some 
important commodities have reached the 
levels which existed in 1913. One of these 
is copper. Cotton at 11-12 cents per pound 
is not far from the average of prices which 
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1921 vs. 1913 


How the Two Years Compare from a Business Standpoimt—The Trend in Industry and Finance 


By H. PARKER WILLIS 


had existed during the few years prior to 
the war. Some grades of leather have 
been as low as or lower than before the 
war. The same might be said of a good 
many other commodities. On the other 
hand, wages have continued very high, as 
will be presently noted, and the effect has 
been to keep up the prices of consumable 
commodities into which labor enters. The 
question how far labor can be readjusted 
or “liquidated” is thus essential to the 
future of prices. 

Early in the present year it was the 
opinion of not a few well-known men and 
of some economists that the level of prices 
would settle down to a stable basis at 
about 70 per cent higher than the 1913 
level. Since then the price level has gone 
down 30 points more and only during the 
past month or two has an apparent or 
relative stability been attained. It is prob- 
able that some commodities will settle con- 
siderably more than they have yet done as 
is illustrated by the recent case of steel 





roughly speaking, one-third higher than 
before the war. Agricultural labor in 
many parts of the country has been re- 
duced to its former or pre-war level and 
there may be other industries in which a 
like development has occurred, but they 
are certainly not numerous. 

We may, at all events, fairly say that 
the level of wages and prices in the United 
States is very much higher than it was be- 
fore the war, and while it is true that 
there is widespread unemployment at the 
present moment, the total amount which 
is being disbursed to labor is, as just 
shown, very much larger than mere per- 
centage figures would indicate. Thus for 
the 1,700,000 employees whose condition 
was studied by the Federal Reserve Board, 
it was found that the total amount dis- 
bursed on April 1, 1920, was about $52,- 
000,000, while on April 1, 1921, it was $37,- 
000,000. There are no parallel compari- 
sons available for these same employees 
for 1913, but it is very safe to say that 
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prices. Others will react. While it is 
hazardous to predict the future, it is 
generally admitted that the level of 
prices from which we shall start when 
the upturn in business sets in will at all 
events be a good deal higher than that 
which existed before the war. 


Prospects of Wages 


There has also been a great deal of mis- 
understanding of the wage situation. The 
war changes in prices brought about a 
general increase in wages and the result 
was to put the general level of wages 
probably 90 per cent higher than it was 
before the war. Reductions, as is well 
known, have been in progress for some 
time past. A study made by the Federal 
Reserve Board about two months ago, 
which covered something over 1,700,000 
employees, showed that there had been a 
decrease in average pay per employee of 
only about 6.4 per cent. This figure must 
be received. with some reservation, how- 
ever, because of the fact that the great 
reductions of staff had thrown the basis 
of comparison out of gear. The same 
study showed that the per cent of decrease 
in the total amount of the payroll of the 
industries consulted was about 30 per cent. 

It is probable that there has been a 
general average falling off in wages 
of something like 25 to 35 per cent. 
If we should say that wages are 
off one-third from the high point, 
it would still be true that they were, 


in the aggregate they were receiving at 
the time of the inquiry a much larger sum 
than they were getting in 1913. That this 
sum will command a larger quantity of 
consumable commodities than in 1913 is, 
however, open to doubt. 


Our Foreign Trade Situation 


Probably there is no field of activity in 
which there is more pessimism today than 
in foreign trade; due to the fact that we 
are constantly making comparisons with 
the high level in that branch of business 
which was reached under wholly abnormal 
conditions during the war. Had inquiry 
been made in 1913, it would probably have 
led to the reply that our foreign trade 
was in a tolerably satisfactory condition 
during that year. It is worth while, there- 
fore, to see what the facts indicate when 
the element of price change is omitted and 
when account is taken merely of the vol- 
ume of commodities shipped. Looking at 
the export side of the trade in the first 
place, and regarding the average value of 
commodities shipped abroad during 1913 
as equivalent to 100, it would appear that 
at the present time our shipments of rep- 
resentative commodities abroad may be 
represented by a figure of about 90, which 
is nearly the same as the figure for the 
corresponding month in 1913. In other 
words, our export trade at the pres- 
ent time, as tested by the actual physical 
volume in pounds, bushels, tons, etc., of 
goods shipped abroad, is probably not 





more than about 10 per cent off from that 
of the average of 1913. Looking at our 
import trade in the same way, it would 
seem that, again taking 1913 as 100, our 
imports may be represented by a figure of 


about 160. In other words, we are im- 
porting about 60 per cent more goods 
than we did in 1913. Taking the export 
and import trade together, therefore, it 
will be clearly evident that our total vol- 
ume of foreign business, measured in per- 
centages, is very much larger than it was 
in -1913. We are far below the export 
peak level reached in June, 1919, when our 
exports were represented by 175 per cent, 
or below the import peak level of May, 
1919, when our imports were 195 per cent 
of 1913 levels, but, as just shown, we are 
still far ahead of the level of 1913, taking 
the trade as an aggregate. 


Productive Capacity 


There is another way of measuring the 
position of business to-day which deserves 
attention not only because of its avail- 
ability but because of the important indi- 
rect significance it possesses. Before the 
war we had a certain distribution of em- 
phasis between industries which resulted 
in allocating a given percentage of our 
capital to agriculture, another percentage 


rough estimate of the growth of manufac- 
turing capacity during the five-year in- 
terval between the two dates selected. 
The year 1914 was not one of maximum 
industrial activity, but on the other hand, 
numerous strikes and a very 

growth in labor inefficiency reduced output 
in 1919. Taking all such facts into ac- 
count, it would seem conservative to esti- 
mate the increase in productive capacity 
of our industry to be not less than 20 per 
cent—possibly considerably more. The 
growth in the country’s population since 
1909 amounts to a little less than 15 per 
cent. Due to the great decrease in immi- 
gration during the war the increase in 
population from 1914 to 1919 was probably 
materially less than half that figure.” 

In these circumstances it is clear that 
when we say that our plants are not “run- 
ning full” or that a given industry is 
“down to 50 per cent of capacify,” we are 
using a standard entirely different from 
the one we would have used in 1913. ° If, 
for example, the steel industry. can pro- 
duce today 140 per cent of the output of 
1913, then when we say that our steel mills 
are running at about one-third of their 
capacity we mean that they are producing 
about 47 per cent of what they produced 
in 1913. If an industry is running at 
only 70% of capacity it is turning out 
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to manufacturing, another to distribution, 
industries engaged in transportation, etc. 
During the war these relationships were 
greatly disturbed. Both population and 
capital were unduly diverted into certain 
classes of manufacture and as a result we 
developed an unprecedentedly large plant 
capacity. Possibly the most striking ex- 
ample of this sort is furnished by ship- 
ping. Our vessel tonnage registered for 
foreign trade under the American flag was 
1,076,152 tons on June 30, 1914, while on 
the same date in 1920 it was 9,928,955 tons. 
This situation, however, does not stand 
alone. Data drawn from the reports of 
the recent census of manufacturers show 
that the changes which have taken place in 
industrial enterprise generally indicate a 
growth of fully 20 per cent of our man- 
ufacturing capacity. In an accompanying 
table are given (in millions of dollars) the 
value of the products of several leading 
industries in 1919 and in 1914. 

The total value of a‘l manufactured 
products in 1919 is placed at $61,600,000,- 
000, as compared with $24,250,000,000 in 
1914. Making due allowance for price 
changes, it may be estimated that the ac- 
tual increase in physical volume of output 
was between 35 and 40 per cent. An in- 
terpretation of these figures has lately been 
furnished by the New York Journal of 
Commerce as follows: 

“These figures furnish the basis for a 


375 





about the same as it did in 1913. Of 
course, it is a serious question whether 
we can get back to a basis of produc- 
tion that will give these plants full 
occupation, but without discussing that 
for the moment, it is worth remember- 
ing that when we speak of production 
as greatly reduced we merely mean 
that it is greatly below the level of full 
war production, and this may mean in 
many cases that it is not very different 
from what it was before th~ war. 


Need of Foreign Markets 


There is a good deal of difference of 
opinion as to whether the export trade 
is or is not essential to business recovery. 
Figures already furnished throw an in- 
teresting light on that phase of the situa- 
tion because they suggest very plainly 
that if we want to keep our plants run- 
ning at full blast we shall have to export 
relatively more than before the war. This 
necessity can be overcome by keeping our 
increased plant capacity idle and allowing 
those elements in the population which 
have been out of agricultural pursuits 
to go back to them. Indeed 3 good deal 
of the present unemployment and unrest 
is due to just such a process of readjust- 
ment. Processes of that kind are always 
painful and involve large economic loss. 
The least expensive measure. is that of 


THE MAGAZINE OF WALL STREET 


enlarging our export business so far as 
we reasonably can and thus making our 
redistribution of population between in- 
‘dustries as ‘fimited as possible. The fact 
that we are working along the opposite 
line in our new tariff legislation does not 
augur favorably for an early restoration 
of industrial stability. This, however, is 
a matter which is entirely within the 
power of the nation to control. There is 
no reason why the proposéd duties should 
not be reshaped in such a way as to facil- 
itate rather than to increase the difficulty 
of the process of restoring well adjusted 
and balanced production. 


What Will the Future Bring? 


We might multiply examples of this 
kind at great length without adding ma- 
terially to the general conclusion to be 
drawn from them. That conclusion is that, 
while our business has suffered a 
tremendous reaction from its war level, it 
has in many lines gone far above its pre- 
war or 1913 level, while in others it is not 
far from that level. We are on a much 
higher price basis, we pay much more in 
wages, we have a larger foreign trade and 
a much greater agricultural outptt than in 
1913, although it is true that in many of 
these branches of trade and industry we 
are far lower than we were when at war 
peak. To the question whether we shall 
soon have a return of “prosperity,” mean- 
ing a return of war prosperity, a decided 
negative reply must be given. Had there 
been no war we should never have reached 
any such high level of manufacturing or 
of exporting during the past seven or 
eight years. Indeed the effects of the war 
undoubtedly have been to reduce the trade 
of the world as a whole below the levels 
it would have occupied had not the war 
occurred. In some branches the process 
of restoration and upbuilding will make an 
early and severe demand for special com- 
modities of our manufacture, but these are 
relatively few in number. The true level 
from which to measure the condition of 
business at the present time cannot be the 
war or peak level but should be that of 
1913 with an increment representing about 
an average of growth as indicated by the 
steady or normal development that had 
been taking place from year to year before 
that date. Measuring in this way, we 
shall come to the conclusion that there 
is no reason why our volume of busi- 
ness should not within a very reason- 
able time be restored to a total roughly 
corresponding to that of the pre-war 
period, especially as in many lines it 
is today not far below that level. This 
is merely another way of saying that 
the readjustment of popular standards 
and ideas is equally as necessary as the 
readjustment of prices, wages and pro- 
duction. We must get away from the 
war method of looking at things and 
return to the peace point of view. 
Hasty and extreme government inter- 
ference with business, distortion of 
prices, inflation of bank loans, exorbi- 
tant wages, and individual extravagance 
are phenomena always associated with 
periods of too rapid economic change. 
They are gradually disappearing today 
and cannot be too rapidly disposed of. 
The time has come to get a new per- 
spective of business. 
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dealing with the 


HE foreign trade returns of Japan for 
the latest one year show a drastic 
decrease as compared with the preceding 
year. On the one hand, the total value of 
exports of goods for the year ending June 
30, 1921, amounted to yen 1,382,000,000, 
which is a decrease of yen 1,028,000,000, or 
42% on that of the previous year, which 
stood at yen 2,410,000,000, On the other 
hand, the total value of imports of goods 
for the same year amounted to yen 1,515,- 
000,000, which is a decrease of yen 1,226,- 
000,000, or 44% below the previous year’s 
figures, which stood at yen 2,741,000,000. 


While the balance of trade during the 
four years ending 1918 had shown an ex- 
cess of exports aggregating to yen 1,480,- 
000,000, that of the latest two and a half 
years showed an excess of imports 
amounting to yen 686,000,000. As for gold 
coin and bullion, they showed during the 
same two and a half years the net excess 
of inflow of more than yen 800,000,000. 
This apparently seems to contradict the 
trade condition as stated above. But this 
riddle can easily be solved by the fact that 
the amount of excess of exports during the 
Great War has been and is being repaid 
gradually by debtor countries. 

Such a radical change in our foreign 
trade conditions was caused by the eco- 
nomic reaction which started in Japan as 
early as April, 1920, and then spread al- 
most all over the world. The reaction 
was followed by diminished demands for 
goods in foreign and home markets, heavy 
falls in prices of commodities and diminu- 
tion of purchasing power of silver stand- 
ard countries, resulting from low price of 
silver, which had a great effect on our 
foreign trade. 

As a natural result of our narrow home 
market the foreign trade condition of 
Japan has a direct and inseparable relation 
with that of our industries. It is needless 
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to say how keenly it was felt by the 
Japanese people in general that the trade 
returns during the latest one year should 
have shown a decrease of about 50% from 
the preceding year. 

There are two kinds of important in- 
dustries in Japan, the one being rice cul- 
ture and the other sericulture and silk 
filature. Next to them comes cotton spin- 
ning. Rice is the chief food of the Japa- 
nese people. Rice culture is an industry 
in which the majority of Japanese farm- 
ers are engaged. But unfortunately its 
yield is not sufficient for export. On the 
contrary, in a lean year, Japan has to de- 
pend upon imports of rice from British 
India and French Indo-China. Conse- 
quently the staple exports in our foreign 
trade are raw silk and silk goods for the 
United States, cotton yarn and cotton 
goods for the continent of Asia, and our 
staple imports are cottons from the United 
States and British India. 


The Break in Silk Prices 


But at the time of the economic unrest, 
which took place in the early summer of 
last year, the silk market price of the 
“Shinshu number one” (standard raw silk) 
at Yokohama showed a heavy fall from 
4,200 or 4,300 yen to 1,400 or 1,500 yen; 
that is, a decline to about one-third of the 
former highest price. This caused al- 
most a panic condition in the silk 
market. If nothing had been done 
towards this, the excited tone of the 
market would have led to a_ situa- 
tion which might have caused a seri- 
ous loss to the majority of the people en- 
gaged in the silk industry. Our Govern- 
ment found it necessary to take some spe- 
cial relief measures, which aimed arti- 
ficially to maintain a certain bottom price 
for raw silk and thereby secure stability 
for the silk world. 

The Government adopted the policy of 
not only putting restrictions on the pro- 
duction of raw silk, which had already 
shown an excess of supply as a result of 


fi ial and industrial position of the countries of the world. 


the economic reaction, but also of pur- 
chasing this surplus through a special or- 
ganization. Thus the Government backed 
silk merchants in their attempt to establish 
the Imperial Raw Silk Company, the func- 
tion of which was the purchase and storage 
of raw silks. For this purpose the Gov- 
ernment gave a credit of 50,000,000 yen 
to the Industrial Bank of Japan and the 
latter made a loan to the Imperial Raw 
Silk Company on the security of raw silks 
purchased by the company at the rate of 
80% to the purchase price. 

The effect of the above stated policy 
was not sufficient. Therefore, the Govern- 
ment, with the consent of the Imperial 
Parliament, entered into a contract with 
the above bank to the effect that, in case 
the Imperial Raw Silk Company suffered 
a loss, the Government would indemnify 
the losses which the bank might conse- 
quently sustain within the limit of 30,000,- 
000 yen. As a result of this policy specu- 
lation in the silk market was controlled 
and the silk price of the “Shinshu number 
one” was kept at 1,500 yen or thereabouts 
both in home and foreign markets, The 
total value of raw silk exports for the year 
ending March, 1921, is 308,000,000 yen, 
that is to say, about half the sum as com- 
pared with that of the preceding year, 
which was 695,000,000 yen, but the silk 
world has maintained peace as a result of 
the stability of raw silk prices. 

Of course, there may be criticisms of 
the policy on the grounds that such is 
against the natural laws of the economic 
world, but it cannot be denied that it 
has done a great deal towards the ad- 
justment of the economic world, because 
it has rescued not only the majority of 
our people engaged in the silk industry 
but also some of the American people 
in the same line of business, from the 
brink of bankruptcy or at least from sus- 
taining a great loss. After all it has had 
a good effect on the American financiers, 
preventing the disorder of the American 
raw silk market. Furthermore, these re- 
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lief measures resulted in the promotion 
of raw silk exports from China and the 
maintaining of its market price there. 
Thus, it has also had-a good effect on the 
silk industry and exports of China. This 
is a natural result of the fact that the 
raw silk market in Yokohama forms the 
center of the world silk market. 


Government's Rice Policy 


As one of the results of the economic 
reaction, fluctuations in the price of rice 
seriously affected the lives of the ma- 
jority of the Japanese people. The Japan- 
ese have a special liking for Japanese 
rice and therefore the Japanese rice is 
one of the absolute necessities for them. 
Its quality is superior to any other rice 
and consequently has a unique market 
from those of others. These two facts 
had a tendency to cause extensive fluctua- 
tions in its price according to the crop 
conditions in Japan. 

For instance, the Tokio market price 
of rice in March, 1920, was 55 yen per 1 
“koku” (about five bushels), which was 
more than three times higher than the pre- 
war price. This caused great trouble and 
uneasiness to consumers and especially 
menaced the lives of the lower class citi- 
zens. But in March, ‘1921, its market 
price fell to 25 yen, that is to say, about 
one-half the price to that of the year be- 
fore, and this caused a great loss to the 
majority of the farmers engaged in its 
production. ‘Therefore, the Japanese Gov- 
ernment found it imperative to regulate 
demand and supply of rice and at the 
same time control the extensive fluctua- 
tion of the price. 

With the consent of our Parliament the 
“Rice Law” was enforced from April of 
this year. This legislation has for its ob- 
ject the regulation of demand and supply 
of rice, purchasing and storing it within 
the limit of 200,000,000 yen. This meas- 
ure aims to harmonize the interests of pro- 
ducers and consumers of rice without any 
excess loss to either party and thereby 
giving to farmers security in rice produc- 
tion. It will do much towards the restora- 
tion of the economic world of Japan. 


Petitions for Relief 


Besides these two policies we must men- 
tion one more point. 


At the beginning 





of the economic reaction there had been 
heavy demands for relief which aggre- 
gated 4,000,000,000 yen. The authorities 
of the Bank of Japan, central bank in 
Japan, examined all these proposals with 
great caution and selected only those 
which were absolutely necessary. The 
short-term credits thus given to them as 
the various relief funds amounted to 300,- 
000,000 yen. Among those could be in- 
cluded funds for settlement in stock ex- 
changes, supplement to bank reserves and 
financing exports or imports of sugar, 
wool, copper, cotton yarn, etc. 

The Japanese Government gave a credit 
of 55,000,000 yen to the Industrial Bank 
of Japan for the sake of financing indus- 
trial companies and that of 16,000,000 yen 
for the repayment of deposits of the 
Seventy-Fourth Bank. In consequence of 
this the economic world of Japan, which 
at one time was in a state of disorder, 
has gradually stabilized and is now on 
the way towards readjustment. The Gov- 
ernment, considering these experiences, 
adopted, furthermore, the following meas- 
ures: 

1. Finding the necessity of rigid con- 
trol of saving banks, enacted a law for 
that purpose. 

2. Seeing the undesirability of exist- 
ence of so many small banks began to 
encourage amalgamation of them. 


3. Regretting the tendency of en- 
couraging speculation in stock exchange 
introduced a bill for the purpose of ref- 
ormation of the existing stock exchange 
system, but unfortunately this bill did not 
pass the Parliament. 


The Outlook 


Though the late economic reaction has 
had great effect on the economic world 
of Japan, the prompt and rigid measures 
adopted by the Government and the Bank 
of Japan prevented it being driven to the 
extreme and secured stability in all lines 
of industries. 

Moreover, on the 30th of June, this year, 
Japan had 2,155,000,000 yen as a reserve 
in the form of specie and bullion-at home 
and that of current balance abroad. There- 
fore, even though there may be a con- 
siderable amount of excess of imports, 
there is little danger of stringency in the 


domestic money market or of a heavy fall 
in foreign exchange rates. 

As I stated above, our economic world 
is now im the progress of readjustment 
and there are few new enterprises be- 
ing undertaken, Therefore, there is a 
tendency of causing an easy money market 
and fall in rate of interest. This may 
be proved by the fact that almost ai 
public and private loans resulted in suc 
cess. 

As for the cotton-spinning companies, 
their foundation is comparatively safe. 
This comes from the fact that they had 
made big profits during the Great War 
and moreover as a natural result of the 
economic reaction taking place in Japan 
earlier than in any other country, they 
had opportunities to resell the cotton they 
had bought at its highest price, without 
considerable loss. 

Considering these conditions I hope the 
economic world of Japan will gradually 
be restored. For instance, I overheard that 
the South Manchurian Railway Co. is pre- 
paring to place a large order with some 
American factories for coal mining ma- 
chiney and improved harbor loading 
equipment. But so long as America re- 
mains as one of the largest customers of 
Japan, the real restoration of our econ- 
omic world should be expected to follow 
that of America. 





JAPAN NEEDS CHINA’S RESOURCES 


In a dispatch of June 10, the Associated 
Press reports that the minister of finance, 
Koretiyo Takashi, has written a paper on 
Japan’s relations with China, distributing 
copies among Japanese statesmen. He «:- 
presses the opinion that China’s inex- 
haustible raw materials must be available 
to Japan if Japan wishes to maintain her 
position as one of the five great powers, 
and recommends a Chino-Japanese eco- 
nomic alliance, according to the Nichi 
Nichi. 

Japan should renounce her twenty-one 
demands, says the minister, and adopt a 
positive, constructive and unchangeable 
Chinese policy, which would include the 
development of social, educational and 
economic conditions in China. Should any 
power object to such a policy, Japan could 
withdraw from the consortium—China 
Review. 





























MERICAN investors have long been 

familiar with bonds of the Japanese 
yovernment, as this was one of the first 
‘oreign governments to come to the United 
States for funds, There are listed on the 
New York Stock Exchange three issues 
f Japanese Government securities, all of 
vhich were offered here sixteen years ago 
n 1905, at the time Japan was waging her 
successful war with Russia. 


There have been two outstanding fea- 
ures in the financial management of the 
Japanese Government since the outbreak 
)f the war in 1914, both of which have an 
mportant bearing on the external secur- 
ities of that country. One is that the ex- 
ternal debt has shown a decrease since 
1914. The other is that Japan has main- 
tained the convertibility of her note cir- 
culation, an 
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Japan’s Bonds 
Considered in Excellent Position 
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change of the day on London, the mini- 
mum rate to be Fes. 25 per £ sterling, 
and in Germany at the fixed rate of ex- 
change of Marks 20.45 per £ sterling. 

These bonds are the direct obligation 
of the Imperial Japanese Government and 
it is expressly provided that the interest 
on the bonds shall be paid and the pay- 
ment of interest take place as well in 
times of war as of peace, and whether the 
holders of the bonds be the subjects of a 
friendly or hostile state. These bonds are 
selling on the New York Stock Exchange 
at around 70%, the low for the year be- 
ing 56 on January 3rd. The bonds were 
brought out originally in New York at 
87 and interest. At present prices this 
issue yields over 844%. 

The Ist and 2nd series 444% sterling 
loans are secured by respective charges 
on the net revenues derived from the 


vestors have shown considerable interest 
is the 5% loan of 1907 which was brought 
out in London and Paris. The amount of 
this loan was £23,000,000 and is repayable 
at par in 1947. This loan is payable, 
principal and interest, in London in ster- 
ling; in Paris at the fixed rate of exchange 
of Fes. 25.25 per £ sterling, and in New 
York at the current rate of exchange on 
London. This issue was brought out in 
London at 9914% and is now selling at 
about 78%. 

Japan recently has had a somewhat un- 
favorable trade balance, but she can 
stand a considerable excess of imports 
over exports and still have a favorable 
international balance. She has large 
foreign investments yielding revenues 
which represent an invisible export. The 
nation’s total gold holdings amount to 
Yen 2,177,000,000, of which Yen 844,000,- 

000 belong to the 





Imperial Japanese 





ichievement that 
few countries can 
point to. 

The foreign debt 
of Japan in. 1913 
amounted to Yen 
1,524,608,000. At 
the end of 1920 the 
debt had been re- 
duced Yen 1,300,- 
138,000. It was 
the European War 


Year ended 


was foreign debt. 





JAPAN’S NATIONAL PUBLIC DEBT 
Funded Unfunded 


563,217,500 


Complete figures on unfunded debt are not available. 
Of the total debt. for 1920, internal loars amounted to 1,686,745,000 yen, and 1,428,293,000 in 





Government, and 
the balance—Yen 
1,233,000,000 — to 
the Bank of Japan. 
Of the country’s 
total gold holdings, 
about one-half is 
held abroad, the 
larger proportion 
London, which 
is well invested, 
and the balance in 














that gave Japan 
the opportunity to 
bring about this reduction in her external 
debt, and it also provided her with the op- 
portunity of becoming a lender for the 
first time in her history, At the end of 
1919 the amounts of her loans to other 
nations were—Great Britain, Yen 185,800,- 
000; France, Yen 30,342,000 and Russia, 
Yen 221,667,000. The French and Russian 
advances are. still outstanding, but most of 
the British loan has been repaid. 

At the end of last year, Japan’s note 
issue amounted to Yen 1,458,000,000, but 
by March of this year the circulation was 
reduced to Yen 1,003,000,000, which was 
fully covered by gold. 

The favorable position of the Japanese 
securities in the world’s markets is due 
largely to the skill displayed by the Jap- 
anese Government in its financial manage- 
ment during the war. 


The Three 1905 Issues 


The three Japanese issues mentioned 
above are the 4% sterling loan of 1905; 
the 434% sterling loan of 1905—Ist series, 
and the 4%4% sterling loan of 1905—2nd 
series. These are all listed on the New 
York Stock Exchange. The 4% loan is 
dated November 25, 1905, and is due Jan- 
uary 1, 1931. The loan was issued in Ne.» 
York, London, Paris and Germany, th. 
respective amounts being £3,250,000, 
£6,500,000, £12,000,000 and £3,250,000 
Principal and interest are payable in New 
York in U. S. gold dollars at the fixed 
rate of exchange of $4.87 per £ sterling; 
in London in sterling; in Paris at the ex- 
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Japanese Tobacco Monopoly. The Jap- 
anese Government has the exclusive right 
to the control, cultivation and production 
of tobacco and to purchase, import, manu- 
facture and sell tobacco. The revenues 
derived from this source during the past 
five years have averaged about $34,000,- 
000 per annum, which is more than three 
times the annual interest charge on the 
outstanding bonds of both series. The 
Ist series is payable, principal and interest, 
in London in sterling; in New York at 
the fixed rate of $4.87 per £ sterling, or in 
Switzerland. The 2nd series is payable in 
the same countries, and also in Germany 
at the fixed rate of Marks 2045 per 
£ sterling. Both of these series were is- 
sued in 1905 and are due July 10, 1925. 
The bonds have been selling on the New 
York Stock Exchange recently around 
85%4, which is an advance of about 10 
points from the low at the beginning of 
the year. 

The three issues mentioned above 
have shown conspicuous strength in the 
New York market this year. They 
have advanced steadily since the be- 
ginning of the year, but even at present 
prices the yield is attractive. The 44% 
issues yield approximately 9%. The 
bonds enjoy an active market in all the 
leading financial centers, and during 
the war period and since, Japan has 
been a frequent buyer in the London 
market of its bonds for redemption 
purposes. 

Another issue in which American in- 


New York. 

The Government recently sold a new 
internal issue of Yen 80,000,000 in 5% 
bonds—redeemable within 40 years. 
These bonds were offered to yield about 
6.40% and were heavily over-subscribed 
on the day of offering. The proceeds 
will be used in financing public works and 
for the Government's capital requirements, 
including provision for telephone and tele- 
graph improvements as well as improve- 
ment and extensions for the South Man- 
churia and other railways. 

The only increase in Japan’s public 
debt since the outbreak of the war has 
been in the Exchequer bonds the increase 
in the internal debt between 1913 and 
1920 amounted to only a little over Yen 

During the past four years the Japan- 
ese Government has put aside Yen 50,- 
000,000 for the retirement of sterling 
loans maturing in 1925. The Government 
now holds abroad, on account of the 
Government’s Saving Banks about Yen 
380,000,000, giving it a good reserve for 
the redemption of these loans and it has 
therefore suspended the operation of the 
sinking fund for the time being. 

Japan went through a difficult financial 
crisis at the beginning of the year as the 
result of a heavy drop in prices, a condi- 
tion which practically the whole world 
had to face. The skill and finesse shown 
by her leaders, however, has brought her 
safely out of the danger and the present 
financial position of Japan is exceptionally 
sound, 
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Money, Banking and Business 


Business Cycles 


A New Key to Their Significance 


By RICHARD HOADLEY TINGLEY 


E who would attempt to trace the 

course of the phenomena responsible 
for bringing about business prosper- 
ity, crises and depressions must expect to 
find much that is disappointing—much 
data in which it is difficult to detect and 
separate cause from effect, and much ap- 
parently conflicting information which, if 
improperly interpreted, could lead to er- 
roneous conclusions. One who will pa- 
tiently study the trend of economic hap- 
penings in the light of all available in- 
formation, however, cannot fail to discover 
that the well defined periods of pros- 
perity and depression occurring at more 
or less irregular intervals, though differing 
widely in duration and intensity, have, in 
each case, been preceded by certain pre- 
monitory manifestations which render 
their forecast, if not sure, reasonably cer- 


tain. 


The Make-Up of a Business Cycle 


Financia! history recognizes four dis- 
tinct stages of business that go to make 
up a complete cycle. The business world 
is seldom static but, like the waves of the 
sea is ever undergoing periods of action 
and reaction. Babson claims the law gov- 
erning this movement is “as inevitable and 
unvarying in its operation as the law of 
gravitation.” This action and reaction is 
expressed in certain phenomena, each con- 
sisting of the following periods recog- 
nized by most economists as necessary to 
form a complete business cycle, no matter 
of what duration, and is concisely de- 
scribed by him as: 


1—Period of Prosperity; High 
prices; High wages; Increasing 
money rates; Optimism; Rabid specu- 
lation; Over-expansion. 

2—Period of Decline; Falling 
prices; Unemployment; Pessimism; 
Conservatism; Retrenchment. 

3—Period of Depression; Low 
prices; Hard times; Tight money; 
Failures; Panics; Thrift; Economy. 

4—Period of Improvement; Gradu- 
ally rising prices; Increased produc- 
tion; Business on the up-grade. 


Many economists claim, with Babson, 
that, by a careful and painstaking study 
of the causes that have led up to business 
depressions and booms in the past, and, by 
applying the information so obtained to the 
economic happenings that are going on 
about us all the time, a merchant may 


buy or sell commodities, and a trader 
may buy or sell stocks without much risk 
provided he will obey the following most 
important rules—-that he pay no attention 
to the little waves, the ripples, the cyclets 
as they may be termed, that are constantly 
occurring in any of the periodic move- 
ments, and possess his soul in patience till 
the cycle is completed, or nearly completed, 
before acting. The formula laid down by 
Babson, however, contains nothing really 
new. Much the same thought is expressed 
by most economists and writers on busi- 
ness cycles, and it must not be lost sight 
of that, to be as successful as it is claimed 
one may be by following the rules laid 
down, demands certain mental qualifica- 
tions not found in the average merchant 
or trader, chief of which is the possessing 
of his soul in patience. 

Most of the literature on business cycles 
fails to pay the particular attention due to 
the premonitory signals sent out imme- 
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diately preceding business crises and pan- 
ics as expressed by the expansion of bank- 
ing credit or, as I have used the term in 
what follows, the ratio existing between 
bank deposits and loans. This theory— 
the Billon theory as it is called because it 
has been expounded by Mr. Guy P. Billon, 
a Wall Street broker—is said to be the 
safest index to an approaching crisis. We 
shall refer to it later. 


A Hundred and Ten Years of Price Cycles 


Taken over a long period of years, the 
tracing of business cycles and their causes 
has been much interfered with by wars in 
which a distorted condition is always 
found. This fact is clearly brought out 
by going back to the beginning of the last 
century during which time several wars 
have occurred to unbalance the economic 
laws that would otherwise govern. For 
the purpose of an illustration I introduce 
Graph A showing price trends since 1810, 
which I have compiled from data by Mr. 
Ralph G, Hurlin, statistician for the Rus 
sell Sage Foundation, as it appeared in 
“Annalist.” 


Going back a century, or rather, a hun- 
dred and ten years, one sees two major 
price cycles of approximately the same 
length and intensity. The three war peaks 
of wholesale commodity prices and the 
two intermediate low points, are approx- 
imately identical. The first peak, oc- 
curing during the height of the Napoleon- 
ic disturbances in Europe and at the time 
of our second war with England, is 
plainly discernible in 1812-1813. Fifty 
years later our Civil War drove prices to 
practically the same level, and another 
like period elapsed before the Great War 
did the same thing. The similarity of the 
two crests will readily be seen by refer- 
ence to the graph. 

Following the war of 1812, the bottom 
level of prices was not reached till 30 
years afterwards, and it took almost this 
exact number of years after the Civil War 
for prices to reach their low level again— 
a low level closely approximating that 
which followed our second war with 
Britain. The graph is introduced because 
it demonstrates that wars have a much 
more important bearing on business than 
any other economic disturbance. They 
have occurred with just sufficient fre- 
quency to seriously disturb the trend of 
business events and render the study of 
cycles all the more difficult for they in- 
ject new and annoying causes that do not 
yield readily to analysis, It will also be 
noted from what follows that ‘price cycles 
as a result of war disturbances or other 
causes, have but a secondary bearing on 
the business cycles under consideration— 
a fact which may be seen by reference to 
the graphs herewith. 


United States Crises 


The principal crises that have occurred 
in the United States during the past cen- 
tury are as follows: 


1903 
1907 
1920 
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That business cycles do not always con- 
sist of a period of unruffled prosperity or 
depression is brought out by Professor 
Wesley C. Mitchell in his book “Business 
Cycles” in which he cites many instances, 
among which the fact that the cycle be- 
tween 1893 and 1903 was broken by a re- 
vival“in 1895 and then exaggerated by the 
extreme monetary stringency of 1896. 


The Influence of Bank Credit 


Following the crisis of 1837 commodity 
price-levels declined sharply till 1843. They 
then began to rise, though but slightly 
influenced by the Mexican War, to a 
crest again in 1857. From 1857 to 1861 
the country was approaching a war that 
ali knew to be inevitable and prices de- 
clined, only to mount to highest records 
in 1864 and to slowly decline to a new low 
in 1878. The panic of 1873 occurred dur- 
ing a period of declining prices and when 
the ratio of bank deposits to loans and 
discounts was also falling off from 76% 
in 1871 to 70% in 1873. In 1874 the ratio 





following a period of declining ratios of 
bank deposits to loans in which the rate 
dropped from 97% to 93% in two years. 
The period from 1907 to 1914 was one of 
continued depression, not to say stagna- 
tion, particularly in the latter years. Com- 
modity price-levels were rising, although 
but slowly, and the bank ratio was im- 
proving. In 1915 the ratio of bank de- 
posits to loans was 98% as against 93% 
in 1907. 

The story of 1914 to the present time is 
one of war and after-war effects, which 
have produced economic phenomena that 
cannot well be analyzed in the concrete 
terms of business cycles, The after-the- 
war crisis (not panic) occurred at a period 
of the highest prices in our history, June, 
1920, at a time, also, when national and 
member banks were carrying deposits up 
to 93% of loans. By observing the action 
of this ratio for a few years prior to the 
above date it will be seen that the pre- 
monitory signal had been clearly given, in 
that the ratio had fallen from 105% in 
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had reached its lowest point before or 
since, namely, the deposits in the national 
banks of the country were then but 67% 
of their total loans and discounts, 

The crises of 1884 and 1890 were but 
minor occurrences. In the former the 
bank ratio dropped sharply from 88% to 
78% in the two years previous, and pre- 
ceding 1890, the drop was from 81% in 
1889, to 78% in 1890. The important 
crisis of 1893 was preceded by a fall in 
the bank ratio from 83% in 1892 to 76% 
in 1893, it having maintained itself fairly 
well in the meantime. Commodity prices 
continued on the down grade till 1898, 
touching, in that year, their lowest point 
of the century. Since that time and until 
the Summer of 1920 the price record has 
been one of almost uninterrupted rise, the 
panic of 1907 occurring in the midst of 
this advance upon which it failed to make 
but a slight impression. 

Preceding the crisis of 1903 the bank 
ratio had been gradually dropping from 
99% in 1901 to 94% in the year of the 
disturbance. The 1907 upheaval occurred 
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1916, to 104% in 1917, to 98% in 1918, 
to 96% in 1919, down to 93% in June, 
1920. 

What may be learned from this, of ne- 
cessity, brief review of the business cycles 
occurring in this country during the past 
70 or 80 years? Is there any similarity 
in their movements or in the causes which 
have brought about the rise and fall of 
the tide? It might appear that a study of 
the bank ratio graph that the figures and 
movements there shown represent a fairly 
safe guide. Preceding the panic of 1873, 
the ratio of deposits to loans had been 
steadily falling. The same may be said 
of 1884 and in a less accentuated way, in 
1890, becoming marked as the panic of 
1893 was approached. The six years pre- 
ceding 1907, with two breaks, shows a 
steady decline in the volume of deposits 
in national banks as against loans and dis- 
counts. In 1919, the national and mem- 
ber banks were holding large deposits 
with respect to loans, but in 1920, up to 
June 30, and just as the crisis began to 
develop, the ratio had fallen in response 


to the law I would demonstrate. It will 
be seen, however, that the ratios are 
strictly comparative, irrespective of 
whether the percentages are high or low 
as a crisis approaches. 

Beyond keeping in close touch with 
credits of all kinds—with production, ef- 
ficiency of labor, commercial failures, and 
a vast amount of parallel data the busi- 
ness man knows about and is constantly 
watching,—would it not seem well, pri- 
marily, to keep in close touch with this 
ratio? It has not deceived us in a single 
instance during the 60 years under ob- 
servation. When one sees the ratio of 
bank deposits to their loans dropping 
away, is it not time to look out for break- 
ers ahead? I believe this point has never 
before been brought out in the manner 
here presented. 

On the other hand, is it not equally true 
that those who would attempt to forecast 
crises by closely following the trend of 
prices to the exclusion of other manifesta- 
tions are pursuing an erroneous premise 
which has no foundation in the history of 
past performances? 

To one who believes in the law I have 
here attempted to bring out, let him work 
out this bank ratio for himself for the past 
year, or for the past few months, Not 
desiring to pose as a prophet, I have not 
done this since June, 1920. 





Reserve Board Sees Turning 
Point 

Readjustment Believed Drawing to a 
Close 


In its Bulletin for July, the Federal Re- 
serve Board says, in part: 

The spring months of 1921 would seem, 
in the light of information now available, 
to be a period of approach to equilibrium 
in certain lines of business and of prepa- 
ration for recovery from the depressed 
conditions that had developed. The 
changes referred to have, in fact, been 
practically world-wide. If anything, they 
have been less extreme or violent in the 
United States than elsewhere, not only in 
banking and credit, but in production and 
trade generally. The year 1920-21 has 
been a period of reorganization. This re- 
organization, with its effects, has, like all 
great business changes, been directly re- 
flected in our banking position and in the 
corresponding position of banking systems 
the world over. While it would appear 
at the present time that the period of 
readjustment is drawing to a close, this 
does not necessarily mean that there 
will be no further movement or reces- 
sion or that the readjustment process 
has completed itself. On the contrary, 
there are many factors which seem to 
make it sure that still further work 
in the direction of readjustment must 
be accomplished before even approxi- 
mate stability can be arrived at. The 
facts now available, however, would 
indicate trat the main elements in busi- 
ness and industrial recession have made 
their effects manifest, and that there have 
been in the majority of lines fairly ex- 
tensive realignments of relationships. In 
all this process there has been nothing 
more noteworthy than the effect of read- 
justment upon our banking institutions. 
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The Bond Market 


Fair-Sized Trading in Bonds 


Constructive Developments Increase Confidence 


Yee the influence mainly of the 
mid-year reinvestment demand the 
bond market, during the early part “of 
July showed an advancing temdency and 
gave some indication of resuming the 
advance which was checked in the 
second week of May. Trading broadened 
out. to a considerable extent and 
transactions were in fair sized vol- 
ume all through the list. There was 
special strength in municipal issues, for- 
eign government bonds and railroad se- 
curities. 

The latter group has been favorably af- 
fected by the recent decision of the gov- 
ernment to make the roads a substantial 
payment on the amount due them under 
Federal control. Some switching from 
industrial issues into rails has no doubt 
taken place as a result of this favorable 
happening. For a long time prospective 
railroad bond purchasers have deferred 
buying until some decision was rendered 
as to the large 
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’Frisco road have been the outstanding 
feature. Both of these bonds reached 
new high prices on this movement and 
gave indications of going considerably 
higher. The ’Frisco has made a remark- 
able showing since its reorganization five 
years ago and all of its bond issues have 
become popular trading mediums, The 
income 6s in particular have been in great 
demand. These bonds should work con- 
siderably higher before October when 
the next coupon on them is due. 


Those who incline to the purchase of 
foreign government issues. no doubt read 
with a great deal of pleasure the recent 
announcement that holders of the British 
5'%s due in November next may now turn 
them in at a price of par and interest. 
The maturity of the present outstanding 
amount of these notes was looked upon 
by many as a troublesome factor. Now 
that the obligation has been taken care of, 
there should be a revival of interest in 
foreign issues. Some of the recent strength 
in the bond market may be attributed 
to purchases of higher yield bonds -by 
the holders of the British 5%s who 


concerns as’ Lackawanna, Crucible and 
Republic, drastic declines in the quota- 
tions of steel shares, both common and 
preferred, announcements of another gen- 
eral cut in steel trade wages and the ex- 
pectation of further reductions in the 
prices of steel products have no doubt 
caused no small amount of worry to the 
holders of steel bonds, During the war 
period when practically all steel concerns 
were rolling up large profits and when 
their shares were soaring to new high 
levels, many investors picked up the bond 
issues of these companies on the strength 
of the large equities that were being built 
up behind them. During the past two or 
three years, however, the prices of these 
bonds, along with those of all other fixed 
interest bearing issues, have felt the effect 
of the high rates that are being paid for 
capital and holders of these issues now 
find their bonds selling considerably be- 
low the high levels reached at the height 
of the war boom. 


The accompanying tabulation shows in 
detail just what has happened to the mar- 
ket quotations of some of these issues. 
A number of them 
are now selling 





amounts due the 





roads by the gov- 
ernment. Now that 
favorable action 
has been taken in 
this connection a 
resumption of rail- 
road bond buying 
is expected. 


Burlington 
Issue Well 
Received 
The satisfactory 
market action of 
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U. 8, Steel 5’s 





A FEW ACTIVE STEEL BONDS 
1921 


A. 


from 10 to 20 points 
below their high 
war levels and all 





MATURITY LOW 


Bethlehem Steel Ist ext, 5’s 86% 
Bethlehem Steel Ist & ref. 5’s 74% 
Bethlehem Steel Purch. money 5’s 

Illinois Steel debent. 44's 

Indiana Steel Ist, 5’s 

Lackawanna Steel Ist, 5’s 

Lackawanna Steel Ist, cons, 5’s 

Midvale Steel conv. 5’s 

Republican Iron & Steel 5’s 


of them are well 
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the recently floated 








Burlington issue 
has also encour- 
aged buying of the railroad issues. Large 
blocks of the Burlington bonds were taken 
by investors at well above the original 
offering figure. The price movement of 
these bonds is looked upon as an en- 
couraging sign since it indicates that they 
were well distributed among investors. 
The placing of an issue of this size would 
have been regarded as a satisfactory ac- 
complishment even in a buoyant bond 
market. The absorption of the bonds 
during a period of depression such as has 
been gone through and at a time when 
the stock market decline was causing 
grave concern is truly remarkable. 
Among low priced railroad issues the 
adjustment and income bonds of the 
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have taken advantage of the exchange. 

Municipal issues have been in great fa- 
vor of late. New offerings of such bonds 
have been numerous and have attracted 
the funds of wealthy individuals owing to 
their tax exempt features. It is said that 
many holders of real estate mortgages 
have been transferring their funds to mu- 
nicipal bonds and to the 3-year notes of 
this government owing to the more at- 
tractive return. Many municipalities are 
contemplating sales of bonds in the near 
future so. that investors will be given 
many opportunities to place their surplus 
funds in such securities. 

Suspension and reduction of dividend 
payments by such representative steel 


tions, increased 
working capital, 
etc. As a matter of fact the investment 
status of these bonds today entitles them 
to sell much higher than their best pre- 
war levels and yet they may now be ob- 
tained at prices that would under ordi- 
nary circumstances indicate that the com- 
panies concerned had a weak financial 
structure. 

Steel bonds are no worse off, however, 
in the matter of price depreciation than 
are practically all other representative 
bond issues. The decline in interest bear- 
ing issues has been general and has been 
felt by all groups alike. The depression 
in the steel industry it is true has been 
particularly severe and does not yet 
appear to be at an end. The huge assets 
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piled up by representative companies dur- 
ing the war, however, have stood them 
in good stead and will enable them to 
come through the depression in good 


shape. Steel prices may have to 
undergo a further reduction before 
consumers can be induced to place 
their orders, but present prospects 


seem to indicate that the end of the 
depression is in sight and that buying will 
soon set in in volume. Prices of steel 
bonds should soon begin to reflect this 
situation and will no doubt advance sub- 
stantially in price in the near future un- 
der the influence of both easier money 
and improved conditions in the industry. 
There are many attractive issues availa- 
ble among the steel group. Some of them 
are described below. Nearly all of them 
have long periods to run and thus their 
prices should reflect in time the improve- 
ment in investment conditions which is 
certain to come. In addition to their in- 
vestment worth many of the bonds have 
attractive features in the form of redemp- 
tion and conversion privileges which 
should greatly enhance their value. 


Bethlehem Steel Ist & Refdg. 
5s, due 1942 


Selling currently to yield over 64% if 
held to maturity these bonds are regarded 
as particularly attractive. In 1916, when 
the old Bethlehem shares touched a price 
of 700 this issue reached a high of 103%, 
some 25 points above the current quota- 
tion, The present price of the bonds com- 
pares with an absolute low of 76 touched 
last year and a pre-war level of 7834 made 
in 1913. There are now only about $12,- 
000,000 of the bonds outstanding and they 
have as security a mortgage on all the 
real estate and plants now owned or here- 
after acquired subject to $7,500,000 prior 
liens. The Bethlehem Steel Corporation 
guarantees the payment of principal and 
interest on the issue and secures the guar- 
anty by pledge of the entire capital stock 
of five subsidiaries, A sinking fund pro- 
vides for the redemption or purchase each 
year of an amount of bonds equivalent to 
2%% of the outstanding issue. 

The Bethlehem Steel Corporation in re- 
cent years has been critized in some quar- 
ters on the ground that it is very much 
over capitalized. It is true that Bethle- 
hem’s capital liabilities have shown a big 
increase since 1914 largely owing to the 
acquisition of plants and extension of fa- 
cilities made necessary on account of the 
war. The company, however, has now 
written off the books a large amount ex- 
pended for war construction and has util- 
ized its plant capacity in such a way as 
to develop its earning power to a great 
extent. The company’s total funded debt 
at the close of last year stood at $144,- 
000,000 as compared with a property value 
of about $230,000,000. During the past 
six years Bethlehem has shown a surplus 
after the payment of dividends equivalent 
to $160 a share on the common stock. 
At the close of 1920 the company reported 
current assets of $129,800,000 as compared 
with current liabilities of only $52,000,000. 
Bond interest in recent years has invaria- 
bly been covered by a substantial margin 
and no doubt will continue to be so cov- 
ered, The company’s activities are well 
diversified and Bethlehem is in a much 
stronger position than before the war. 








Its bonds therefore are worth much more 
intrinsically than in 1914 and should ap- 
preciate substantially in price. 


Midvale Steel Convertible 5s, 
Due 1936 


These bonds, now selling around 75 and 
yielding more than 734%, may be regard- 
ed as one of the most attractive securities 
among the steel issues. During the de- 
cline in the bond market last year they 
established their low record mark of 71, 
so that now they may be purchased at a 
figure only four points above the absolute 
low. The present price represents a de- 
cline of 24 points from the original offer- 
ing price of the issue in 1916, There are 
a trifle more than $44,000,000 of the bonds 
outstanding, but they constitute the only 
funded debt of the company. They have 
as security all the capital stock of the 
Cambria Steel Company which has been 
acquired by Midvale. A sinking fund pro- 
vides for the retirement of $500,000 of the 
bonds annually. 

As of December 31, 1920, Midvale re- 
ported net quick assets of over $86,000,000 
of which more than a third consisted of 
cash and marketable securities, Inven- 
tories at the close of the year were ap- 
proximately $45,000,000 but in view of 
the depression in the steel industry since 
January it is probable that these inven- 
tories have been scaled down to a con- 
siderable extent. During the first quarter 
of this year Midvale’s earnings along with 
all other steel concerns suffered with the 
result that there was a deficit for the 
period after the payment of interest of 
about $1,400,000. In view of the com- 
pany’s strong cash position, however, there 
is little doubt of its ability to weather 
the present depression, and to restore its 
earning power. 

The bonds cn their merit are worth much 
more than the present selling level and 
should respond quickly to improved con- 
ditions. 


Lackawanna Steel Ist Conv. 5s, 
Due 1950 

Last year these bonds sold as low as 

71% as compared with their current price 

of around 75. In 1916 the range in price 

was between 90 and 109, so that today in- 

vestors may buy the issue to great ad- 


vantage. The bonds have excellent se- 
curity behind them and are protected by 
a sinking fund which makes provision for 
the retirement of not less than $100,000 
per year. 

Lackawanna’s earning power has fallen 
off recently to such an extent that the 
suspension of dividends on the common 
stock was thought advisable. But here 
also investors in considering the bonds 
should be influenced not by the present 
situation but by the results accomplished 
in past years, Since 1914 Lackawanna 
has greatly strengthened its financial 
standing by devoting its surplus to reduc- 
ing bonded indebtedness and increasing 
working capital. As a consequence there 
have been large equities built up behind 
its bond issues. Today its bonds are en- 
titled to a sound investment rating and a 
yield of as much as 7% on this issue does 
not seem justified. A much higher selling 
level should be reached before the close 
of this year, 


Republic Iron & Steel 5s, Due 
1940 


A yield of 634% may now be obtained 
on the purchase of this issue, which is 
selling only about one point above the low- 
est level ever touched. The low price may 
be attributed to the recent falling off in 
earnings and to the suspension of dividend 
payments on the common stock. Republic 
during the first quarter of this year made 
a particularly poor showing with only 40 
cents earned on the preferred shares. 
Current results are probably not much 
better. Bond holders, however, should 
not be unduly disturbed over the situa- 
tion as Republic during the war period 
made sufficient progress to offset a few 
months of dullness, At the close of 1920 
working capital was in the neighborhood 
of $25,000,000 and the net property invest- 
ment stood at a substantial figure. Since 
1915 Republic has put behind its common 
stock an added value of over $100 a share 
and this naturally increases the equity be- 
hind the outstanding bonds, Last year this 
issue touched a high of 96. A recovery 
of half the decline that has taken place 
since then would bring the bonds back to 
88. Such a recovery might easily take 
place between now and the end of the 
year, 


Bonds at 


HE bond market has apparently struck 
bottom for the last broad downward 
movement which commenced October 

1919, during which period a decline from 
around 77 to 66 was recorded, the low 
point being reached in May 1920. This 
represented a loss of about $110 per 
$1,000 bond or average. The smash in 
values between September, 1920, and De- 
cember 31, 1921, was keenly felt in the 
bond market, which had one of the quick- 
est and most spectacular declines in its 
history after an equally important ad- 
vance. The advance and loss between 
August and December, 1920, was almost a 
freak in bond-price movements, recording 
a rise from about 66 to 74 in 10 weeks, 
and a fall from that point to about 66% 
in a similar period. The January, 1921, 
rise (and perhaps also the decline im- 


Bottom ? 


mediately preceding) was probably 
brought about by the peculiar operation 
of our tax laws, where owners are not 
allowed to adjust their losses in accord- 
ance with quoted values at the close of 
the year, but are compelled to go through 
the rather farcical motions of selling out 
and taking chances of repurchasing lower 
or higher. The decline during the following 
five months to middle of June, was a nat- 
ural reaction; and subsequent action of the 
market for the past three weeks brings us 
to date, and confirms past analyses of the 
bond market recorded in this column. At 
this point, purchase of the gilt-edge issues 
showing 6% to maturity are being 
made confidently by important investors, 
and we believe this could be a wise course 
for others —The Magazine of Wall Street's 
Investment and Business Service. 
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High-Yield Bonds 


Many Good Opportunities for Investment 


HILE it is possible for investors at 

this time to derive a yield of between 
8 and 9% through the purchase of 
interest bearing securities, it is essential 
that a careful selection of issues be made 
so as to eliminate the element of risk as 
much as possible. The bonds of many 
industrial concerns have been affected 
along with the stocks by the business re- 
adjustment that has been going on and 
the suspension and reduction of dividend 
payments by numerous companies have 
left some uncertainty in the minds of bond- 
holders as to the payment of interest on 
their securities. The price realignment 
has affected all issues, good and bad, but 
the decline in some instances has gone 
so far that some investors, contemplating 
purchases, hesitate 


By HENRY R. PORTER 


bonds such as _ these. Below brief 
analyses are given of other bond issues 
which we regard as desirable purchases 
at this time. As interest rates go down 
and general business conditions improve 
prices of these bonds, we believe, will 
gradually advance to much higher levels. 


B. F. Goodrich Convertible 7s, 
Due 1925 

These bonds were brought out in April 

of last year at 981%. Their range since 

has been between a high of 99 and a low 

of 79. The present selling price is around 


89, at which figure the yield is approxi- © 


mately 10.50%. Several factors have com- 
bined to depress the price of this security. 
In the first place, the company’s earnings 
were affected adversely last year by the 
demoralization in the rubber industry. A 
drastic write-off in inventories was neces- 
sary, and this, combined with high operat- 


maintain current assets equal to at least 
150% of all obligations, including this 
issue, and it fully protects holders of the 
notes as regards any future mortgage 
issues. The notes carry a conversion 
privilege and stock purchase warrants, but 
these are of little value at the moment, 
due to the low selling level of the stock. 
The notes are not listed on the exchange, 
but they have an active outside market. 
At present they yield a very satisfactory 
return and may be considered a desirable 
purchase. 


Marland Oil Participating 8s, 
Due 1931 


Selling at around 94 to yield approxi- 
mately 8.80%, these bonds present an ex- 
ceptional investment opportunity and at 
the same time have certain speculative 
features which add to their attractiveness. 
They were brought 
out in the early 








to place their or- 
ders, fearing that 
the unusually high 
yields spell re- 
ceivership or finan- 
cial readjustment. 
This is true par- 
ticularly of the 
new security issues 
that have been 
brought out in the 
past twelve months 
by companies that 
were hardest hit 
by the industrial 
slump, such as the 
rubber tire con- 
fertilizer 


ISSUE 
Market St. Rwy. 5’s 
Frisco income 6's 
Detroit United 4%’s 


Sinclair Oil conv. 


Balt. & Ohio 3%'s 


Third Ave., ref. 4’s 


cerns, 


. : Sun Co, 7’s 
companies, mail or- 





B. F. Goocrich Conv. 7’s 
U. 8S. Realty deb. 5’s 
Seaboard Air Line ref, 4's 43 36 


St. Louis S. Western Cons, 4's 
Inter. Rap. Trars. 5's 


Mexican Pet. Conv. 8’s 
Va./Car, Chem, deb, 7%4’s 
Kelly-Springfield Tire 8's 
Marland Oil, partic. 8's 


Packard Motor Car 8's 
Cub.-Amer, Sugar, coll, 8's 96 


ATTRACTIVE HIGH YIEID BONDS . 
192 


part of last April 
and were offered 
to investors at 





Maturity High Low 
1924 74 70 
1960 54 44% 
1982 63% 58 
1925 94% 83 
1924 87% 79% 


94% 90% 
94 90% 
65% 60% 
58% 48% 
84% 79% 
98% 92% 
93% 87% 
99% 92 
97% 9314 
48 40% 
94% 


95% 90 


a price of 9, 
- yielding about 
8.45%. They were 
readily absorbed, 
have since been 
listed and enjoy 
an active market. 
Since their issu- 
ance conditions in 
the oilindastry 
have undergone a 
change, prices of 
crude have dropped 
and a_ sensational 
decline in Mexican 
Petroleum stock 
has taken place. 
These factors have 
no doubt been the 
contributing influ- 


Yield 
17.50% 
11,25 
10,75 
10.50 
10,25 
10,15 
10,13 
10,10 
9.60 
9.30 
9,25 
8,90 
&.90 
8.85 
8.80 
8,75 
8.75 
8.40 
8.37 


July 9 
70% 
53% 
60% 











der houses, oil 








companies, sugar 
companies, etc. 
watching the declines in these issues with 
considerable interest, hoping to pick a fa- 
vorable buying opportunity, but the high 
yields have led them to defer their pur- 
chases. As a consequence, the many real 
investment bargains now available may 
slip away from these would-be purchasers. 
With this thought in mind the writer 
has gone over the active bond list care- 
fully and selected several representative 
securities in which he has confidence and 
yet which yield considerably over 8%. 
Readers who have followed THe Maca- 
ZINE OF WALL Street are familiar with a 
number of these issues. Reference has 
been made frequently to such issues as 
the Market Street Railway 5s, U. S. 
Realty 5s, Sinclair 7%s, Mexican Petro- 
leum 8s, St. Louis Southwestern Consoli- 
dated 4s, etc. Special articles have been 
published from time to time on attractive 


Investors have been 


ing costs, resulted in a fairly large deficit 
for the year. Then in the early part of 
this year came the slump in the automo- 
bile trade, which brought about a reduc- 
tion in tire prices. Goodrich took the lead 
in this respect when it announced early in 
May that there would be a_ horizontal 
cut of 20% in tire prices. These un- 
favorable developments, along with the 
publicity given to the financial difficulties 
of Goodyear, tended to unsettle the hold- 
efs of the notes and caused the decline in 
the price to below 80. 

Goodrich is now in a much stronger 
position than last year, however, and 
should respond quickly to any improve- 
ment in general business conditions: 
Inventories have been scaled down, 
operating costs have increased and earn- 
ings should improve from now on. The 
notes are speculative in a degree in that 
they are not directly secured and thus 
depend largely on the company’s earning 
power, The company agrees, however, to 


ences which have 
forced the price of 
the Marland bonds down to a level 
some three points below the offering figure, 

The issue stands out among other oil 
bonds because of its attractive partici- 
pating privilege and subscription rights. 
The former privilege entitles the bond- 
holder to receive $10 per $1,000 bond for 
each dollar per share per year declared 
in dividends on the capital stock of the 
company up to $4.00 a share so declared. 
The subscription rights give the bond- 
holder a call upon the stock for 10 years 
at $40 a share. This latter privilege is 
not of much value just now, but may in 
time prove to be of great worth. In 
addition to the above two features, the 
bonds are protected by a sinking fund 
provision which should retire practically 
all the bond before maturity. 

The issue is sécured by net assets in 
excess of 12 times the outstanding amount 
of the bonds and provision is made for 
the maintenance of net quick assets at 
not less than the par value of the bonds. 
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The company recently stated that net cur- 
rent assets are now around $5,000,000. 
Production is said to be running at the 
rate of about 4,500 barrels a day, as 
compared with a refining capacity of about 
5,000 barrels daily. The company does 
not sell any of its crude, but uses all of 
it in the manufacture of finished products, 
from which it derives its income. 

In view of their many attractive fea- 
tures, these bonds should appeal strongly 
to investors and they are worthy of care- 
ful consideration by those who desire a 
high-yield, well-protected issue. 


Virginia-Carolina Chemical S. F. 
74s, Due 1932 

It would be difficult to find an industry 
at has been harder hit by the depression 

the last twelve months than the fer- 
ilizer industry. Decreased buying power 

the farmers, frozen credits, reduced 
acreage and unsold stocks of goods have 
layed havoc with earnings of fertilizer 
ympanies, so that suspension of both 
ymmon and preferred dividends has been 
found necessary. Both American Agri- 
cultural and Virginia-Carolina have been 
forced to resort to the bond market and 
to sell high-yielding bonds to bolster up 
depleted working capital. The former 
brought out an issue of $30,000,000 744% 
twenty-year bonds last February, while 
the latter sold a $12,500,000 issue of 7%4s 
last November. Prices of both bonds are 
now considerably below the original offer- 
ing figures, so that exceptional yields are 
btainable on their purchase. 

This is true particularly of the Virginia- 
Carolina Chemical 7%s, for the reason 
that most of this company’s business is in 
the South, which section was demoralized 
by the decline in the price of cotton. 
No improvement in the fertilizer trade 
is yet noticeable, but the price of the 
bonds has now declined to a point that 
has discounted much that is unfavor- 
able. Much needed cash has been 
onserved through the suspension of divi- 
lend payments, so that there seems little 
juestion but that the company will be 
ible to take care of its interest require- 
nents. Bond interest in the past has 
invariably been earned by a substantial 
margin, and upon a recovery in business 
he bonds should get back to their proper 
selling level. At one time this year the 
7%s sold as low as 87%. They are now 
juoted around 90 to yield about 9%. They 
ippear exceedingly attractive on that basis. 


Kelly-Springfield Tire 8s, Due 
1931 


om oe 


o 


Kelly-Springfield, in common with other 
rubber tire concerns, was affected by the 
lepression in the automobile trade and 
the decline in the price of raw materials 
yn hand, and was consequently forced to 
bring out a bond issue to fund current 
indebtedness and to furnish additional 
working capital. In May of this year the 
company sold an issue of $10,000,000 10- 
year 8% bonds at a price of 99%. The 
bonds are issued under a trust agreement 
which provides for the retirement of the 
entire issue at 110 by drawing by lot 
$1,000,000 per annum beginning May 15, 
1923, and continuing until May 15, 1931, 
when the remaining $2,000,000 will be paid 
at 110. This drawing feature adds to the 
attractiveness of the bonds and increases 
the yield substantially. 
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The bonds Constitute the company’s only 
funded indebtedness. They are well pro- 
tected from the standpoint of earnings 
and have a large equity behind them in 
the shape of junior securities. Kelly- 
Springfield is now at work on an ambi- 
tious expansion plan which will ultimately 
increase the company’s capacity to a con- 
siderable extent. Its new Cumberland 
plant will have an ultimate capacity of 
10,000 tires and tubes a day, or more than 
three times the combined capacities of its 
three other plants. Results of the com- 
pany’s expansion program will doubtless 
not show up to advantage in 1921 earn- 
ings, but beginning with next year there 
should be a satisfactory gain in profits. 
The bonds are now selling to yield 8.85% 
on the basis of their retirement at par, 
but figuring on redemption at 110 the yield 
is considerably higher. They should at- 
tain'a much higher selling level in the 
near future. 





SELECTING BONDS 

Readers of THE MAGAZINE OF 
WALL STREET have probably noted 
the greatly increased amount of space 
now being devoted to the bond market 
by this publication. This action was 
prompted by the belief that, during the 
present period of uncertainty in finan- 
cial affairs, investors could not be en- 
couraged too strongly to place their 
funds in mediums where safety would 
be at least a primary consideration. 

The Bond Market Department, as now 
constituted, contains a General Review of 
each fortnight’s developments; a Special 
Article (such as the one beginning on 
the opposite page) dealing with particu- 
lar opportunities which we think worthy 
of our reader’s attention; a review and 
analysis of Current Bond Offerings as 
they appear during the two weeks be- 
fore going to press; and the Bond Buy- 
ers’ Guido. 

The latter department, which appears 
on page 387 of this issue, has attracted 
wide attention and brought forth numer- 
ous expressions of approval from read- 
ers. It represents the old Bond Buyers’ 
Guide of this Magazine brought up to 
date and revitalized by 2 competent 
authority now on our Staff. 

We feel that, with these sources of 
referonce and information, bond buyers 
of all types will now find this Magazine 
a prolific source of authoritative infor- 
mation. If the selection of an invest- 
ment should be based on knowledge of 
the general market; and, thereafter, in- 
formation as to particular issues, such 
selection should certainly be possible 
from the material compiled by our 
writers. 

However, our own opinion of the type 
of service we are rendering, if it is to 
be entirely sound, must be balanced by 
the opinions of those we are endeavor- 
ing to serve. Letters from readers, ad- 
dressed to us, approving The Bond Mar- 
ket Department as now constituted, or 
else criticising it and making sugges- 
tions for its improvement, will be gladly 
received and all recommendations given 
pur careful attention.—E ditor. 














Seaboard Air Line Refunding 
4s, Due 1959 


The recent announcement that directors 
of the Seaboard had decided to defer pay- 
ment of interest due August 1 on the 
$25,000,000 adjustment income 5% bonds 
had practically no effect on the price of 








the refunding 4s. These latter bonds, 
however, have been quoted so low in the 
market that they appear to have dis- 
counted all unfavorable developments. 
At their present price the yield is over 
10%, which is an unusual return for a 
railroad security of this character. 

The bonds are a direct obligation of 
the company, secured upon 3,047 miles of 
road, of which 278 miles are a first lien. 
They are also a first lien upon $27,000,000 
Seaboard Air Line Ist 4s of 1950 and a 
second lien on other securities. Follow- 
ing them are the adjustment 5s, mention 
of which was made above. The security 
of the bonds is such that they should 
have an increasing equity, and is so well 
placed that the issue would be well taken 
care of in case there should be a revamp- 
ing of the road’s financial structure. 

In connection with the deferred pay- 
ment of interest on the adjustments, the 
treasurer of the company stated that the 
policy of the company during the next six 
months would be to put the motive power 
in good condition to handle Winter busi 
ness in the belief that this would prove 
to be to the material benefit of the bond- 
holder in that the property would be bet- 
ter conserved. This policy of conservation 
on the part of the directors should reflect 
to the benefit of all the bondholders and 
ultimately lead to higher prices for the 
securities. An 8% basis for the refund- 
ing 4s would figure out a price of 52%, 
and a 7%4% basis would give a price of 56. 
These prices, the writer believes, are more 
than possibilities of the next few months. 


Baltimore & Ohio Ist 34s, Due 
1925 


Few people realize that it is possible to 
purchase a first mortgage bond on a sub- 
stantial portion of the Baltimore & Ohio 
system on a yield basis of over 9%, yet 
this can be done through the purchase of 
the Ist 3%s due in 1925. This high yield 
is not occasioned through any lack of 
security or earning power. The bonds 
are a first mortgage on important mileage, 
as stated above. As to earning power, 
one need only to glance at recent earnings 
statements of the road to become con- 
vinced as to the certainty of interest 
payments on the issue. 

Looking around for other reasons un- 
derlying the low price of the security, we 
find them in the short maturity of the 
issue and the uncertainty as to whether or 
not the road will be able to arrange a 
satisfactory refunding program in 1925. 
In that year approximately $120,000,000 of 
3%4% bonds must be taken care of. In- 
vestment conditions will doubtless improve 
to such an extent by that time that satis- 
factory arrangements can be made, but 
the present price reflects mainly the un- 
certainty of investors as to that point. 
In this respect the bonds are to be looked 
upon as speculative and they should not 
therefore be purchased by those who are 
not in position to take this slight risk. 
The possibility of trouble in 1925 seems 
small indeed, but the market has recog- 
nized the situation in the value it has placed 
on the security, and investors should also 
recognize it in purchasing the issue. Nor- 
maliy this bond should certainly not sell 
above a 6% basis, which would figure 
out a price of around 91. At the present 
figure therefore there is an excellent op- 
portunity for those speculatively inclined. 





Fortnight’s New Bond Issues’ 


Financing in Unusually Small Volume 


URING the latter part of June and 
the early part of July new financing 


was in unusually small volume. Aside 
from two railroad issues, those of 
the Illinois Central and Canadian North- 
ern, there have been no sizable issues of 
any importance, One or two industrial 
<ompanies came into the market for 
money, as did also a few municipalities, 
but the total requirements have shown a 
heavy falling off. This dearth in new 
financing has no doubt been-due mainly 
to two factors. One is the diminishing 
demand for capital on the part of indus- 
trial concerns owing to the present de- 
pression; the other is the prohibitive cost 
connected with new flotations. Many con- 
«cerns doubtless would be glad to offer 
their securities at this time, but they 
would much rather live on the present 
hand to mouth plan than to pay bankers 
enormous fees for their requirements. Un- 
til interest rates come down substantially 
and business shows definite 


Present railroad financing tends toward 
644% issues of 15-year maturity secured 
by deposit of lower interest bearing bonds 
of the roads involved. Yields on thé 
same average around 6.80%. 

Details of the more important new 
issues brought out during the past two 
weeks follow: 


Canadian Northern Rwy. 61s 


This is the fifth large railroad issue that 
has been brought out this year. It carries 
the same coupon rate as the other issues, 
but differs from them in that it runs for 
a period of twenty-five years instead of 
fifteen. The bonds are not callable in 
whole or in part, and thus afford the 
investor an opportunity to place his funds 
over a fairly long period at a very satis- 
factory rate. They bear the guarantee of 
the Dominion of Canada by indorsement 
as to principal and interest and are secured 
by the full credit and taxing power of the 
Dominion equally with its direct obliga- 
tions, 

A semi-annual sinking fund provides for 
the purchase of $500,000 of the issue an- 


. 
expenditures for additions and betterments 
to the railroad, terminals, equipment and 
other facilities, 

For the four months ended April 30th 
of this year Illinois Central earned $3,700,- 
000, or the equivalent of more than 10% 
on the company’s outstanding capital stock. 
Each year from 1911 to 1918 bond interest 
of the company has been earned between 
1.58 and 4.18 times. In 1918 interest was 
earned 2.31 times and 1920 over twice. 
Even during the first two months of this 
year, when railroad earnings were at low 
ebb, the road made a satisfactory showing, 
so that with any improvement that takes 
place during the balance of this year the 
company should do remarkably well. IlIli- 
nois Central securities have always been 
held in high esteem by investors, and this 


’ issue should take a prominent place in the 


railroad bond market. 


Salt’s Textile Manufacturing 8s 


This is a $3,500,000 issue and is secured 
by a first closed mortgage on the entire 
fixed assets of the company, which is 
now the largest manufacturer of pile- 

fabrics in the world. The 





assets of the company have 





Signs of improvement it 
seems very improbable that 
‘there will be such an abund- 
ance of new issues as was 
witnessed practically ll 
through 1920 and the first 
two months of this year. 
This applies particularly to 
corporation securities and 
not so much to municipal, 
state and provincial bonds. 
Present indications are 
that the market will be 
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CURRENT FINANCING 


GOVERNMENT, STATE, MUNICIPAL. 
Issue Maturity 
Province of New Brunswick 6s.... 19381 
People of Porto Rico 4%s 1987-1940 
RAILROAD, 
Illinois Central 6%s 
Canadian Northern 6%s 
INDUSTRIAL, 
Amer. Dock & Imp. Ist 6s 97% 
Salt’s Textile Mfg. Ist 8s 1936 991, 
Darco Corp. Preferred Stock 
PUBLIC UTILITY. 
Central Ariz. Lt. & Power 8s 99 
(*Includes bonus of 50% in common stock.) 


97% 
96% 


Price 
89.58 
To Yield 5,20 


been recently appraised by 
independent engineers at a 
sound valuation, depre- 
ciated, of $9,307,000, or in 
excess of two and one-half 
times the amount of this 
issue. Upon completion of 
this financing the company’s 
balance sheet as of May 21st 
last shows net tangible as- 
sets of over $14,000,000 after 
depreciation, reserves and 
deduction of all liabilities 
except these bonds. Net 
quick assets are reported as 
$4,340,000. 


Yield 
7.50% 














called upon to absorb an 





For the four years ended 





abundance of municipal is- 
sues in the near future. A 
number of states have recently been adver- 
tising for bids on various issues, many 
of these being so-called “bonus bonds.” 
The State of Washington, for example, 
asked for bids on $6,000,000 6% bonds, 
from the proceeds of which the bonus 
was to be paid. The State of Michigan 
also received bids on $30,000,000 of such 
bonds. The State of New Jersey recently 
sold an issue of $17,000,000 5% bonds, of 
which $12,000,000 was used to pay the 
soldiers’ bonus and the balance was applied 
to the expenditures in connection with the 
New York-New Jersey tunnel. The 
prompt sale of the New York State and 
Pennsylvania bonds which were recently 
offered has helped the municipal bond 
market and has encouraged similar offer- 
ings. 

Railroads still keep out of the market 
except for the most pressing requirements. 
Since January Ist there have been only 
five prominent new railroad issues. The 
total amount of this financing was rather 
large (a little over $350,000,000), but con- 
siderably more than half of this was ac- 
counted for by the Burlington offering. 


nually if obtainable at or below par. This 
fund will tend to maintain the price of 
the bonds close to their par value. The 
bonds met with a ready response from 
investors and were all placed soon after 
they were released. They have been listed 
on the exchange and seem assured of an 
active market. The bonds were offered at 
the very attractive figure of 96% on a 
yield basis of 6.80%. 


Illinois Central 6s 


These bonds were offered on the same 
yield basis (6.80%) as the Canadian 
Northerns, but the price was slightly 
higher in view of the shorter maturity. 
They are not redeemable before maturity 
and in this respect are similar to other 
railroad issues put out this year with the 
exception of the Burlington 6%s. The 
bonds are a direct obligation of the IIli- 
nois Central and are specifically secured 
by deposit of $12,045,000 bonds of that 
road. Since the amount of the issue is 
only $8,000,000, this collateral affords 
ample security. Proceeds of the bonds 
will be used to reimburse the treasury for 


December 31, 1919, average 
annual net earnings of the company appli- 
cable to interest and taxes were $1,760,000. 
For the five months ended May 31, 1921, 
net earnings available for the same pur- 
pose were $610,000, or at the annual rate 
of $1,460,000. The bonds have a strong 
sinking fund attached to them, which 
should help maintain their price. Offered 
at 99% to yield over 8%, the issue should 
appeal strongly to investors. 


Amer. Dock & Improvement 6s 


These bonds are secured by a first 
mortgage on terminal properties on New 
York harbor having an assessed valua- 
tion of $12,577,000, as compared with less 
than $5,000,000 face amount of the bonds. 
The property is largely used as a part 
of the Communipaw Terminal of the Cen- 
tral Railroad of New Jersey. The issue 
is guaranteed principal and interest by 
indorsement by the latter road. The bonds 
have a strong earning power behind them 
and excellent security. The yield of 
6.25% is not particularly attractive during 
these times, but the bonds shape up as an 
excellent investment security. 
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BOND BUYERS’ GUIDE 


Complete Reference Table Now Here 


O this issue’s Bond Buyers’ Guide we 

have added a complete list of Gilt Edge, 
Middle Grade, and Speculative Railroad 
Bonds; and also some sixteen-odd Foreign 
Government Bonds. It will be quite ob- 
vious to our readers that no such divi- 
sion as we have on all the other bonds 
can exist for these Government Securi- 
All we have attempted to do is to 
divide the Government Bonds into two 
classes, those representing the better 
grade bonds, and those constituting the 
nore speculative class. Both groups are 
arranged in the order of their preference. 
It should be understood that we do not 
consider any of these bonds in the class 
of the securities we have tabulated as Gilt 
Edge. 

The tond market has _ been 
irm these past two weeks, and prices on 
the whole have shown a_ decided 
upward tendency. Bonds in our Gilt 
Edge Group rose on an average of one 
point per issue. The action of the bonds 
in the Middle Grade Group, however, was 
particularly gratifying. These bonds not 
being of the highest calibre are naturally 
subject to greater fluctuations than the 
first group, and the fact that not one of 
the securities in this classification regis- 
tered a loss in the intervening two weeks 
is evidence that the selections here were 
well made. Increases in prices ranged 
from a half a point to four points, the 
most substantial gain being recorded in 
the Bush Terminal Building 5s, which 
were selected as second choice in the In- 
dustrial Group. 

The precipitate decline in the Cuba 
Cane Sugar 7s, which were tabulated as 
last choice among the Speculative Indus- 
trials, marred the record of the Specula- 
tive Group. The only explanation of the 
large decline in this bond seems to lie in 
the further weakness in the sugar mar- 
ket, and the growing distress of Cuban 
planters. There is no doubt but that the 
sugar situation looks very black, but we 
believe the situation will right itself in 
time to make these bonds an excellent 
bargain at present levels. The majority 
of the other speculative bonds gained a 
point or more, while the largest other 
decline was a half a point. 

We wish to call our readers’ special at- 
tention to a peculiar provision in the in- 
denture of the American Writing Paper 
7% Bonds. This provision called for a 
reduction in the rate of interest from 7 
to 6% upon the termination of the war 
between this country and Germany. Thus 
the recent official declaration of peace by 
Congress marks the beginning of the 
lower rate on the American Writing 
Paper Bonds. 
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Apz. 
Fr Governments Price 
1, U. KE. of Gr, Britain and Ireland (c).......... 5%s, 1987 85% 
ie ES SE EE, ob coc cncnanetctovcccccese €s, 1989 84% 
8. City of Copembagem (b).......cccccccccccsces 5s, 1944 76% 
4. Dominion of Canada (0)..........ccceeceeres 5s, 1981 87% 
a a a ner ne nne cease een bn Se, 1945 69 
Py <n So. bob oc edeneuccdescete 8s, 1945 981, 
7. City JD nee Gnneés obese daeneed 8s, 1945 98 
8. Danish Municipal & pihebsonesenceslbe diese S. K. 6s, 1946 991, 
MORE SPECULATIVE 
1. French Government (c)......-.....seeeeesees 8s, 1945 99 
2. Kingd Se EE I No ocecccbédsccdevocse 6s, 1925 92% 
-_> ij, + ~ via Gaiqaeyiqogs 6%s, 1925 87% 
OS , OD. one ckeb sekndeccoccnseees 8s, 1941 961, 
SOD SEE” Cc Sah concn sebbuy 60 seccecdebbene , 1986 9514 
Se. ae Ge PE adls sa dacccusnetasssncunvoe 8s, 1941 97% 
GILT EDGE 
Railroads: 
2. Balt, @ Golo BW. Bbv. (B)...cccccccccccccs Ist mtg. 3%s, 1925 78% 
2. Delaware & Hudson (a)............ peubedosen Ist and Ref. 4s, 1948 78 
= - ~*~ “eee Ist ref. 4s, 1955 76% 
SS SS Kg res Genl, mtg. 4s, 1958 77% 
= “gg >4 ene a SeeRRERRRe ee Ist mg. & L, G. 4s, 1947 80% 
Gee TR GEE Cad on ccccccvcccccccccccece Genl, mtg. 3%s, 1997 651, 
- BL |S errs nagestece Genl, mtg. 44s, 1992 7 
§. Atlantic Coast Line ) . ist mtg. 4s, 1948 76% 
9. Pennsylvania (a) Cons. Gold 4s, 1948 78% 
10, West Shore (a)........ ist mtg. 4s, 2361 71% 
11. Norfolk & Western (c). Ist Cons. 4s, 1996 76% 
12. Central R. R. of N. J. (a Genl. mtg. 5s, 1987 94', 
18, Atchison (b) ......-... oces enl, mtg. 4s, 1995 76% 
er, ee ee ae ED Ooi dascewccscesiéicocs Gen, mtg. 4s, 1988 71 
Industrials: 
1, Armour & Co. R. E. 4%s, 1939 78% 
2. General Electric ay Deb. 5s, 1952 85% 
8. International Paper ( , 1947 81% 
4. Indiana Steel (a) 5s, 1952 88 
5. P. Lorillard Deb. 7s, 1944 107 
6. Liggett & Myers ( Deb. 5s, 1951 86 
7. Baldwin Loco 5s, 1940 9214 
8. “National Tube 5s, 1952 91 
9. Corn Products (a) 5s, 1984 90 
10, U. 8. Steel (a) 5s, 1963 947, 
Public Utilities: 
Bo MA, Te EE. GD cccscreccossoccccesece 5s, 1946 82% 
-  — “(SRE Spee s.)o és, 1949 91% 
8. Pac. Tel. & Tel. (a). 5s, 1987 841, 
4. N. ¥. Telephone (b).... mie 4%s, 1939 80 
5. Montana Power (c)...... ie 5s, 19438 83% 
6. Cal, Gas & Electric (a)...... ode 5s, 1987 84 
7. Weaterm Union Tel. (a). .........cccccscccces 4%s, 1950 80% 
8. WN. ¥. G., BE. L., H. & P. (a) 5s, 1948 847 
Railroads: 
Ss £4 84” <<a Col. Trust 4s, 1952 691, 
2, outhern Pacific (b).......... an Col, Trust 4s, 1949 70 
3. Balt. & Ohio (b)........... Ist. mtg. 4s, 1948 67% 
4. Norfolk & Western (a)............ Conv. 6s, 1929 102% 
Se Se ee bee Conv. 4s, 1960 81 
6. St. Louis, San Francisco (c)..............0s0. Prior Lien 4s, 1950 60', 
7. Cleve., Cinn., Chic, & St. L. (a)..........0. Deb, 4%s, 1981 75 
8. Ches. & Ohio i ituinbhan6606s0esd00ceeesous Conv. 5s, 1946 81% 
I Mo ccsccccacccecccecoccce Ist mtg. 5s, 1956 80% 
2 Ce MER tadeccccccsbcccccssceses Ist mtg. 3s, 1950 57% 
I Og ae ccc epececcs Genl, mtg. 5s, 1968 84", 
12, St. Louis Southwestern (a).................. Ist mtg. 4s, 1989 66 
Industrials: 
Oe isc cc enc ukbsneccecconce Ist @s, 1941 88% 
ie I ME, “OOD. occ aceccccecccces 5s, 1960 75 
iy ncn cs Sacceeebbemcccececece 4s, 1948 59 
4. Du Pont de Nemours (c).............cseccens 7%s, 1981 97% 
5. Comp. Tab. & Reco DL Ailin’eecceese és, 1941 77% 
De ey SD CBee sccesecdcoes coccccce 1941 79% 
en Ts 205 na Sehbeesdine vce cectce Deb, 7%s, 1985 108% 
8. Lackawanna Steel (c).............0...5. pra s, 1950 74 
LPR SE. 5s, 1986 75% 
i nr UE. ws ccdunsameseeccctccccce 5s, 1947 78 
11, Amer, Ci cise ctecccece 5s, 1947 76 
eR &s, 1941 99 
Public Utilities: 
UT STM wae t6veceue cenvescbésoene Ref. 5s, 1940 78 
2. Brooklyn Union Gas (a)...........csseeecees 5s, 1945 77 
3. Northern States — ee 5s, 1941 78% 
‘f5 gg ER RS tet 5s, 1949 80 
5. Utah Power & Light (a). bbc cnhtecdianses 5s, 1944 77 
6. Cumberland Tel. & Tel. (b). pesennentwandicnental 1987 78 
Railroads: SPECULATIVE 
1, Western Maryland (a@)................5. Seees Ist mtg. 4s, 1952 52%, 
is EI, 5 ok Hain Jka ces bébb00008668 Ist mtg. 5s, 1938 70 
8. St. Louis Southwestern (a).......... i Cons. mtg. 4s, 1982 
4. St. Louis, San Francisco (c).................. Adj, mtg. @s, 1955 66% 
Bt I nn ctcc cwdbcdevescece es Genl. mtg. 4s, 1956 56 
6. Missouri Pacific (b)................+. ecnnete Genl. mtg. 4s, 1975 531, 
7. Carolina, Clinch. & Ohio (c)................. Ist mtg. 5s, 1938 71% 
8. Minneapolis & St. Louis (a)...............5.. Cons, mtg. 5s, 1934 68% 
9. Denver & Rio Grande (c)............ neste Ist ref. 5s, 1955 41% 
Industrials: 
1, a Writing Paper (8). ..........sese0. 7s, 1989 71 
Ds Se I, Mc sa dhbic ane Os cue céiceegorecse és, 1982 71% 
3. Va. Carolina Chemical (c)............sss00 7%s, 1982 90 
4. American Cotton Oil (a)............cccscuens 5s, 1931 73 
5. Cuba Cane Sugar (0)........ --+-sccceeeceees 7s, 1930 58% 
Public Utilities: 
1, Hudson & Manhattan (c)...........-..cccu0s Refdg. 5s, 1957 66% . 
2. Intr. Rapid Transit (a)............csccceees , 1966 54% 
Dy: Se RD Bae cocccecocnccncc ccveccccccsé Refdg. 4s, 1960 “7 
4. Public Service Corp, of N. J. (@).+.......... , 1959 65 
5. Wa. Rwy. & Power (8)... ......6cccccesssces 5s, 1934 64 
(aa) Lowest denomination, $5,000. (a) Lowest denomination, $1,000, (b) Lowest 
nation, $500. (c) Lowest denomination, $100. (d) Lowest denomination, $50. 
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Railroads 


Our Unwatered Railroads 


Strong Moral Position of Security Holders—Is There Light Ahead?—Some Requirements for 


NVESTORS today are particularly in- 

terested in the question,- “Are rail- 
road bonds good; are they dependable 
investments ?” 


I regret that my training does not qual- 
ify me to offer an expert opinion from the 
standpoint either of railroad financing or 
accounting, and still less from that of the 
investment markets, I have been engaged 
in railroad work nearly thirty years, but 
my experience has chiefly been in physical 
operation, and I have had comparatively 
little to do with the problems of raising 
funds for capital expenditures, 

However, one of the principal duties of 
an operating officer is to produce net 
revenue, and net revenue is the basis upon 
which railroad credit rests and the integ- 
rity of railroad investments ultimately 
depends, 

With this background, therefore, I will 
venture a few remarks upon the subject 
of railroad bonds, asking the reader to 
bear in mind that I am writing from the 
viewpoint of one who is a layman in the 
specialized sciences of finance and invest- 
ment. 


7 Capitalization and Cost 


Roughly, if we exclude inter-company 
holdings, the railroads of the United 
States have outstanding in the hands of the 
public $16,000,000,000 of capital securities. 
Of these, about nine and one-half billions 
are funded debt or “bonds,” and six and 
one-half billions capital stock, or owners’ 
equity. 

There has been invested in the railroad 
properties, as shown by the book accounts 
of the various companies, a total of about 
$20,000,000,000 or some $4,000,000,000 more 


than the combined net capitalization and ~ 


over double the face value of the bonds 
taken alone. 

These figures, then, as far as they go, in- 
dicate that the railroads have been pledged 
or bonded for an indebtedness equal to not 
over half of their primary worth. That 
is, they cost $20,000,000,000 to bring to 
their present state of development and are 
mortgaged for less than $10,000,000,000. 

It is rather interesting to note that this 
relationship between the amount of funded 
debt and the book cost of the railroads 
corresponds very closely to what in or- 
dinary real estate circles would be re- 
garded as the earmarks of a high grade 
first mortgage. A man who has helped 
someone else build a home, an office build- 
ing, a hotel or a factory by lending the 
owner half of the original cost and taking 
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Stability 
By ELISHA LEE 


Vice-President, Eastern Region, Pennsylvania Railroad 


a mortgage for security, is commonly 
looked upon as having made a very safe 
investment and as having utilized his sav- 
ings in a commendable manner, beneficially 
to mankind in general. 

Under such circumstances, the legal and 
moral obligation of the borrower to re- 
pay is held to be of the highest order, and 
any action, governmental or otherwise, 
calculated to impair his ability to fulfill 
that duty would be justly and universally 
resented and condemned. ° 

Is the man who has lent his savings to 
help build a railroad less deserving of fair 

















treatment than one who has helped to 
finance a shoe factory, a silk mill, an 
apartment house, a theater, or a shipyard? 

Judged by the ordinary standards of 
business obligation, railroad bonds as a 
whole ought to be at least as good as first 
mortgages upon the best real estate, and 
to the extent by which hostile legislation 
or regulation, in the past, has detracted 
from such status, their holders have proper 
cause to consider themselves the victims 
of unjust political discrimination. 

‘ Accounts and Valuation 

These conclusions, of course, presup- 
posé that the property investment accounts 
of the railroads are collectively free from 
inflation, that the physical valuation now 
under way will sustain the records of 





original cost and that the capitalization of 
the railroads as a whole is not diluted by) 
water. 

As to the property investment accounts 
these have been kept since 1907 under the 
direct supervision of the Interstate Com- 
merce Commission, and upon a uniform 
system for all roads. In determining 
value for rate-making last Summer, as re- 
quired by the terms of the Transportation 
Act, the commission accepted practically 
the maximum sum claimed by the rail- 
roads, as appearing on their books—a 
striking vindication indeed of the reliabil- 
ity of these figures. 

The pending physical valuation of the 
railroads, in the belief of those officers 
who have been for some years detailed 
to that work, will show a present worth 
for the railroads as a whole substantially 
in excess not only of their capitalization, 
but of their combined property investment 
accounts. I am happy to state that the 
latest information reaching us of the 
progress of the valuation work in every 
respect confirms this expectation. 

This leaves for our consideration the 
question of water in the capitalization, 

“Watered stock” is one of three widely 
circulated and glibly repeated phrases that 
have done the railroads incalculable and 
unmerited harm and in an astonishing way 
have exemplified the reality of the power 
of words. 

The other two of these phrases are, 
“The public be damned,” and “What the 
traffic will bear.” The former was a 
hideous error if ever uttered by a respon- 
sible railroad executive, although its 
authenticity has been repeatedly denied. 
The latter is an unfortunately clumsy ex- 
pression of a perfectly sound economic 
principle, which is that the total expenses 
of railroad operation must be apportioned 
among the articles shipped with due re- 
gard to the proportion of the total cost 
which each is commercially able to pay. 

It is interesting, although not exhila- 
rating, to speculate on the losses which 
investors have suffered through the mis- 
use, misunderstanding, misquotation and 
misapplication of these three phrases, 


Harm by Exaggeration 


Railroad capitalization as a whole is 
not watered; it is decidedly the reverse, 
I have already pointed out that the com- 
bined property investments exceed total 
net outstanding securities by about $4,- 
000,000,000; that the conservative Inter- 
state Commerce Commission adopted, for 
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rate-making purposes, substantially the 
railroads’ own figures of investment; and 
that in the opinion of qualified experts the 
results of the physical valuation will 
amply sustain these figures. 

There have regrettably been a few cases 
in which railroad securities have been is- 
sued to represent not physical property but 
prospective or anticipated earning power. 

I have no desire to appear as an apolo- 
gist for such practices, but their extent 
and relative importance have been gross- 
ly, and I fear deliberately, exaggerated, to 
the irreparable injury of the owners of 
that overwhelming proportion of railroad 
securities which represent not merely 
honest capitalization but often substantial 
under-capitalization. 

Among those who have notably suffered 
in this respect have been the holders of 
Pennsylvania Railroad stock, who not only 
paid in more than $40,000,000 in cash 
premiums above par value, but have, in 
the more prosperous past, reinvested in 
their property, out of net earnings and 
without adding to the capitalization, far 
larger sums which legally and morally 
might have been distributed as dividends. 

It is more than conservative to say that 
for every dollar of Pennsylvania Rail- 
road stock, there are at least two dollars’ 
worth of equity in tangible property over 
and above indebtedness; yet Pennsylvania 
stock is sold today at a depreciation of 
one-third its par value and the directors 
have had no choice but to reduce for the 
time at least the long established and 
moderate dividend of 6%. 


A Misleading Exhibit 

In the hearings before the United States 
Railroad Labor Board, one of the chief 
representatives of the labor organizations 
a few weeks ago presented a detailed list 
of security issues purporting to show al- 
together $500,000,000 of railroad over- 
capitalization. Incidentally, bankers’ com- 
missions for marketing new issues were 
included under the head of “water,” no 
recognition being accorded to the value 
of the service of raising new capital. 

The representative who submitted the 
list was one of the most resourceful, 
highly skilled and highly paid of the labor 
advocates and we may assume that the 
list was as good and impressive a one as 
ingenuity could compile. It went to the 
public, of course, without any analysis or 
adequate explanation of its significance, 
or of the relative importance of the terms 
set forth. If it left any impression at all 
in the public mind it was merely a gen- 
eral one of the existence of a large amount 
of fictitious capitalization in the railroads, 
big enough to be expressed in the hun- 
dreds of millions of dollars, And _ that, 
doubtless, was just the impression it was 
intended to leave. 

Nothing, of course, was said of the fact 
that the $500,000,000—even if every penny 
was correct, and if every item, including 
the bankers’ commissions, was indisputa- 
bly “water,” and if there were no off- 
setting items anywhere else—represented 
only 3% of net capitalization and 2/4% 
of book cost. 

Nor was attention anywhere directed 
to the fact that the indisputable under- 
capitalization in one single railroad sys- 
tem, which happens to be the one with 
which I am connected, would wipe out all 
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the “water” which the labor representative 
succeeded in finding in others—for it is 
a fact that there has been invested in the 
Pennsylvania Railroad System about a 
half billion dollars more than its net out- 
standing capitalization. 

If we should examine one by one the 
property investments of all substantial, 
well-planned railroad systems we should 
find incontrovertible evidence that the ag- 
gregate capitalization of the railroads of 
this country is greatly the reverse of 
“watered,” and that any argument to re- 
duce earnings or artificially sustain wages, 
which is based upon supposed overcapital- 
ization, is totally without foundation, and 
hard to reconcile with the usually ac- 
cepted standards of good faith. 


A Stable Form of Property 


Many railroad bonds have long periods 
to run. Fifty years is quite common; 
others have been drawn to mature in a 
century. Have their holders any reason 
to fear that the railroads are in danger of 
being superseded by other forms of trans- 
portation and their security value thus 
impaired ? 

My judgment is that we have no cause 








“We need recognition of the fact 
that the railroads, whatever else 
they may be, are business enter- 
prises and must be run on business 
principles if disaster is to be 
avoided. A large part of our trou- 
ble has been due to the belief that 
it is possible by governmental ac- 
tion to change or reverse the func- 
tioning of economic laws. . ° 
Railroad legislation should con- 
form with, and not seek to over- 


throw, economic law.” 




















to prepare against such contingency with- 
in any period for which those of us who 
are now living may reasonably feel called 
upon to make calculations, either for our- 
selves or our dependents. 

The possibilities of the motor car and 
the aeroplane, it is true, appear unlimited, 
but I think it more likely they will tend 
to develop new transportation fields of 
their own, the character of which we can- 
not as yet very clearly discern, than ex- 
tensively to invade those of the railroads. 

The telephone did not wipe out the 
telegraph, although it seemed an im- 
proved means for the electrical trans- 
mission of intelligence. Typewriters have 
not eliminated pens and pencils, though 
they seem to offer a superior method of 
writing. When we come to think of it, is 
it not an interesting fact that in spite of 
the great development of rail transportation 
in this country, of which we are so justly 
proud, we are more actively engaged than 
ever in constructing highways for tratk- 
less vehicles, and are greater road build- 
ers than the ancient Romans? 

Indeed the permanence of human in- 
stitutions, once well established, is one of 
the most interesting phenomena of his- 
tory, and reflection will call to mind 
a host of apt illustrations. It seems to be 
a sort of general law of progress that new 





developments in any useful art often tend 
to occupy wholly new territory, leaving 
the older forms to their original fields and 
in some cases at least even perpetuating 
and broadening their utility. 

If we were able to get at all the facts it 
is quite likely we should find that the ex- 
tension of telephones has helped to in- 
crease the number of telegraph messages 
transmitted. To return to the example of 
road-building, experience shows that the 
more rail lines we build, the greater is the 
need for additional vehicular highways, 
because railroads extend the areas of set- 
tlement and scatter the centers of popula- 
tion. 

Quite possibly, in ways we do not yet 
foresee, the increased use of motor cars 
and aeroplanes, instead of diminishing, 
will increase the utility of railroads, and 
perpetuate the necessity for their exist- 
ence, their continued improvement and ex- 
pansion. 

To the extent to which motor cars are 
likely to take over the short haul freight 
traffic, the railroads will probably be dis- 
tinctly benefited financially, because short 
haul business is becoming increasingly un- 
remunerative on account of the high pro- 
portion of terminal costs which it must 
sustain. 

Altogether, I am not afraid of motor 
cars and aeroplanes making railroads ob- 
solete. 


Strong Investment Position 


To sum up, I think we are justified in 
three general conclusions regarding the 
funded debt of railroads: 


1. Outstanding railroad bonds as 
a whole represent the real invest- 
ment of real money. 

2. They are secured by property 
worth more than double their face 
value. 

3. The property so pledged may 
be counted upon to retain its prac- 
tical value and utility indefinitely. 


These factors create a situation in 
which the owners of railroad bonds may 
justly claim not only the highest con- 
ceivable legal, but also moral right, to 
expect that the integrity of their savings 
and investments will be fully protected. 
I stress the moral element because it en- 
ters into the value and stability of in- 
vestments just as surely as do legal and 
economic considerations. 

The elder J. P. Morgan had this clearly 
in mind when he said that “Character is 
the best collateral.” The fact that the 
moral character of the American people 
is the hizhest in the world appears to me 
as one of the most dependable and sub- 
stantial safeguards which railroad invest- 
ors have, because it must be remembered 
that under the system of public regula- 
tion which has developed in this country— 
particularly now that it extends not only 
to rates but to wages—the final moral re- 
sponsibility for the integrity of railroad in- 
vestments rests with the people as a whole. 

Most of what I have said applies just 
as aptly to the stockholders of the rail- 
roads as to the bondholders, because rail- 
road stocks as a whole represent real value 
and honest investment. Indeed it is ob- 
vious from the figures and facts I have 

(Continued on page 428) 
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The Pioneer Railroad 


What Is Its Outlook? 
By ARTHUR J. NEUMARK 


HE history of the origin, develop- 
ment and growth of the New York 
Central is practically synonymous with 
the story of America’s industrial and 
commercial expansion. Our school his- 
tories tell us that it was the building 
of the Erie Canal, connecting the Atlan- 
tic Seaboard with the Great Lakes and 
America’s far flung Western“ Empire, 
which gave the initial impulse to Ameri- 
can commerce and industry. In scarcely 
less a degree, it was the construction 
of the several links joining Albany with 
Buffalo and running through what was 
then regarded as 


proposition, which, it was thought, 
would establish a dangerous competi- 
tor to the Canal. Even as late as 1836, 
when, in response to urgent demands 
from the public, a line from Schenectady 
to Utica was authorized, -the road was 
not allowed to carry anything but 
passengers and their ordinary baggage. 
In 1844, the Schenectady-Utica Line 
was permitted to carry freight during 
the Canal’s closed season, but it was 
not until 1847 that this permission was 
extended to cover the entire year and 
then only upon condition that the rail- 
road should pay to the State the same 
toll per mile for the freight carried as 
the Canal would have earned if it had 


so strong, that all were refused, and it 
was not until 1846.that the Legislature 
gave its consent for the construction 
of a shore road, connecting New York 
and Albany. In the year following the 
Hudson River Railroad was opened 
from what is now West 32nd Street, 
New York City, to Breakneck Hill, 
about 53 miles. In 1849 the road reach- 
ed Poughkeepsie, and on October Ist, 
1851, operations were extended to the 
town of East Albany. With the bridg- 
ing of the Hudson River at Albany in 
1866, there was a continuous rail line 
from New York to Buffalo, but it was 
not until December 15th, 1869, that these 
lines were consolidated, the new com- 

pany being called 





the country’s most 
favored agricultur- 
al section, the Mo- 
hawk Valley, which 
gave the first great 
impetus to railroad 
building in the 
United States. It 
is true that one or 





the New York 
Central and Hud- 
son River Rail- 
road. 

In the same year 
that the two roads 
connecting New 
York and Buffalo 
were consolidated, 
the Lake Shore & 
Michigan Southern 








two other sections 
of the country 
ante-dated Central 
New York in lay- 
ing the foundation of the nation’s unrivalled 
transportation system. But these pioneer 
lines were indeed doubtful propositions 
from the investor’s point of view; and 
it was not until New York’s earliest 
toy railroads had revealed the invest- 
ment possibilities, as well as economic 
value of the new infant industry, that 
railroad building in this country began 
in real earnest. 

It must not be supposed, however, 
that the beginnings of “America’s 
Greatest Railroad” were attended with 
entire success, or received with wide 
acclaim by the public the road was in- 
tended to serve. The nucleus of the 
system was the Mohawk & Hudson 
R. R. Company, which was chartered in 
1826, to build a line from Albany to 
Schenectady, the road being opened to 
the public on August 9th, 1831. How- 
ever, five years before the Hudson and 
Mohawk Railroad began operations, the 
Erie Canal had been opened. The 
State had expended large sums in its 
construction and in fostering its grow- 
ing commerce in every possible way. 
It is hardly to be wondered at, there- 
fore, that when application was made 
in 1831 for a charter to construct a 
railroad from Schenectady to Buffalo 
so much opposition arose that the State 
Legislature refused to countenance the 
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The DeWitt Clinton Engine, tender and coaches (the first used on the New York Central R.R.), 
and the locomotive used today. The old engine and tender weighed 12,000 pounds, which is less 
than the weight of one pair of wheels of the modern engine, which weighs 427,000 pounds. 


transported the property. In the mean- 
while a road was opened from Roches- 
ter to Batavia (in 1837); one from Utica 
to Syracuse in 1839; one from Auburn 
to Rochester in 1841 and one from Ba- 
tavia to Buffalo in 1842. In the follow- 
ing year the gaps between the seven 
little roads were closed, making a 
through line from Albany to ‘Buffalo. 

Even prior to this development, how- 
ever, it was generally agreed that it 
would be in the best interests of the 
public to have the various roads united 
and operated as one, under a single 
management. To this end application 
was in due course made to the State 
Government, and on April 2nd, 1853, 
the Legislature passed an act sanction- 
ing the arrangement. The following 
May, an agreement was entered into 
by ten little railroad companies, look- 
ing to their consolidation into one cor- 
poration under the name of the “New 
York Central Railroad.” 


The Hudson River Route 


Applications from charters for rail- 
roads along the Hudson River Shore 
had been made from time to time, but 
cpposition raised by steamboat inter- 
ests operating between New York and 
Albany, and by the Harlem Railroad Co., 
which had been built far enough back 
from the Hudson River to avoid direct 
competition with the steamboats, was 


Railway Company 
was formed, bring- 
ing together three 
principal companies 
owning the roads 
between Buffalo and Chicago. As soon 
as a through route had been established 
between these two points, nothing was 
more natural than that the Lake Shore 
should ally itself with its strong neigh- 
bor to the East, with whom it might 
exchange the heavy traffic moving be- 
tween the principal ports on the Atlan- 
tic and the Western Gateways. Accord- 
ingly, in 1873, Commodore Vanderbilt, 
who was then president of the New 
York Central and Hudson River Rail- 
road, became president of the Lake 
Shore & Michigan Southern Railway 
Company, and from that time on both 
roads have been operated under the 
same general policy. 

On December 23rd, 1914, the New 
York Central and Hudson River Rail- 
road Company, the Lake Shore and 
Michigan Southern Railway Company 
and nine of their subsidiaries were con- 
solidated into one company, under the 
name of the New York Central Rail- 
road Company, the new system con- 
trolling about 5,600 miles of road and 
about 14,000 miles of single trackage. 


Territory Covered 


It is difficult, indeed, from mere 
statements of figures to give an ade- 
quate idea of the extent of the opera- 
tions of the New York Central System. 
Including operation of the Michigan 
Central Railroad and the Cleveland, 
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Cincinnati, Chicago & St. Louis Rail- 
way, both of which are controlled by 
New York Central, its trains traverse 
eight states, which contain two-fifths 
of the population of the United States, 
which produce 25% of the farm crops, 
48% of the mine products and 65% of 
the manufactures, although occupying 
only 10% of the National Domain. The 
system, with its directly controlled 
lines, reaches 22 of the 50 cities in the 
country, which have each a population 
of 100,000 or more, including, besides 
Greater New York, Boston, Syracuse, 
Rochester, Buffalo, Cleveland, Pitts- 


NEW YORK CENTRAL 


*Price Range: 
Ss ~ 
Oo wn 


~ 
ur 


burgh, Toledo, Detroit, Columbus, Cin- 
cinnati, Indianapolis, Chicago and St. 
Louis. Thus, the system covers the 
most highly industrialized and thickly 
populated section of the country, and 
besides, with its 400 points of contact 
with other carriers, it obtains a large 
percentage of the through traffic from 
the Pacific Coast, the Southwest and 
Northwest, which traffic is carried to its 
western points by the Great Transcon- 
tinental Lines, and then to points east 
by the New York Central proper. 


Earnings 


From its very inception, the New 
York Central has been a big money 
earner. Even the seven little roads 
which formed the nucleus of the present 
great system were in their day most 
profitable properties. It is no wonder, 
therefore, that the parent company can 
now point to a long and uninterrupted 
dividend record over good times and 
bad, although the dividend policy of the 
management has always been as liberal 
a one as circumstances would permit. 
Thus, from 1870 to 1874, 8% per annum 
was paid; in 1875, 10%; from 1876 to 
1884, 8%; in 1885, 5%; from 1886 to 1888, 
4%; in 1889, 444%; in 1890, 14%%; in 
1892, 51%4%, while from 1893 to 1896, a 
period during which most of the roads 
of the country were irt receivers’ hands, 
not less than 4% was paid in any one 
year. From 1900 to 1906, 5% was paid; 
in 1907, 6%, and from then on until the 
present, the dividend rate has been 5% 
per annum. The main thing to be noted 
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in this connection, of course, is the fact 
that in all these years the system’s 
earnings have always been in excess of 
dividend requirements, as shown by the 
appended table. Even during the “par- 
lous period” of Federal control, in 1918 
and 1919, the company earned more 
than its 5% dividend; while, in 1920, on 
the basis of eight months’ guarantee 
and four months of actual operation, 
the road earned $5.50 per share on its 
$249,597,355 outstanding capital stock 
(par value $100). 


Income from Securities Owned 


But the above is not by any means 
the whole story. Since 1910, New York 
Central has received, on an average, 
about $10,000,000 a year from dividends 
and interest on securities and proper- 
ties owned, which amount figures to 
approximately $4 a share on the com- 
pany’s capital stock. However, had the 
company followed the policy of many 
other companies of declaring the maxi- 
mum possible dividends out of sub- 
sidiary companies’ earnings, the total 
earnings on New York Central’s ow 
capital, needless to say, would have 
made a much more brilliant showing. 

The company has always maintained 
a conservative policy in the above re- 
spect. For example, New York Cen- 
tral owns 402,077 shares of a total of 
475,563 shares of the Cleveland, Cin- 
cinnati, Chicago and St. Louis R. R. 
(Big Four). Although this road has 
earned on an average of $14 a share 
on its common stock in the last five 
years and a balance of over $2 a share 
in all but two years since 1910, yet 
New York Central has not received a 
dollar of these earnings since 1910. The 
Big Four could easily pay dividends of 
7% per annum on its common stock, 
which would give the New York Cen- 
tral an additional income of $2,100,000 
per annum. Michigan Central, of whose 
outstanding capital stock (187,380 
shares), New York Central owns 168,- 
193, has been paying dividends of 4% 
per annum, yet, this road’s earnings 
have averaged $22 a share annually in 
the last decade, and approximately” 
$33.85 per share in the past five years. 
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This road could easily afford to pay 
dividends four times as large as the 
present one. This would mean another 
$2,100,000 added to New York Central’s 
income. Thus, from these two impor- 
tant subsidiaries alone, New York Cen- 
tral could easily obtain $4,200,000 addi- 
tional income, which would be equiva- 
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lent to $1.70 a share on its capital stock. 

As a result of this extremely conser- 
vative policy, a large undistributed 
equity is being built up by the two 
subsidiaries. On December 3lst, 1919, 
their combined surplus amounted to 
$28,200,000, of which New York Cen- 
tral’s share was approximately $22,- 
600,000 equivalent to $9 a share on its 
outstanding capital stock. Of course, 
New York Central has other large 
equities from its various subsidiaries 
and from other properties in which it 
has large interests. The two examples 
set forth above, will, however, enable the 
reader to form a fairly definite idea of 
New York Central’s extensive ramifica- 
tions. 


Current Earnings 


For the first five months of the cur- 
rent year, New York Central has suf- 
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fered considerably from a heavy falling 
off in general business, as may be real- 
ized from the fact that traffic, both 
passenger and freight, dropped from 
25% to 30% below that recorded for the 
same period of last year. In January 
the system just about managed to cover 
operating expenses, and in February 
and March operations were conducted 
at a loss. April was the first month to 
show considerable improvement in 
earnings, and further improvement was 
made in May. While earnings for the 
first five months were only at the an- 
nual rate of 90% of fixed charges, a 
continuance of the last two months’ re- 
sults, allowing for a seasonal improve- 


ment in traffic, and taking into consid- 
eration the wage cut and other econo- 
mies which recently went into effect, it 
seems quite probable that New York 
Central will come very close to fully 
earning the 5% dividend. There has 
been a very noticeable increase in oper- 
ating efficiency in recent months, and 
this, too, will make for substantially 
higher earning power. 
Financial Status 

If one can reasonably assume that the 
financial worries of the carriers are 
about over, and if one can safely count 


upon gradually increasing earning 
power from now on—as the result of 





increased operating efficiency, the re- 
duced wage schedules which went into 
effect on July 1, and the falling prices 
of many commodities used by the 
roads at large—the outlook for the 
New York Central System assuredly 
contains promise of greater prosperity 
than the property has enjoyed at any 
time within a decade or more. Need- 
less to say, the advent of renewed 
prosperity would be greatly accelerated 
if the Washington Administration 
should finally adopt and carry out the 
proposed plan for funding the railroads’ 
obligations to the Government and for 
paying off the Government’s indebted- 
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Railroad Net Continues To Improve 


Greater Efficiency Bringing Results 


OLUME of traffic still considerably 

below 1920, but economies in opera- 
tion bring net earnings above last year’s 
level, What will the wage cuts and other 
savings do for the roads? 

The improvement that is to be noted 
in the April and May earnings of the 
Class I carriers is due almost entirely to 
the savings obtained through more effi- 
cient handling of traffic, substantial cuts 
in the payroll, due to the lay off of large 
forces of men, and other economies re- 
sulting from lower costs of materials and 
supplies. 

It is estimated the wage cuts and ab- 
rogation of National Agreements, which 
went into effect on July Ist, will save 
the railroads approximately $250,000,000 
this year. The roads will not begin to 
show the savings obtained through lower 
coal and oil contracts until this month’s 
earnings are available, since the old con- 
tracts will probably carry them through 
the first half of the year. This, and other 
savings which will .be made, will probably 
result in the saving of at least another 
$50,000,000, making a total of about $300,- 
000,000 for the last half of 1921. This 
would amount to 1.7% on the invested 
capital. Net operating income for the 
first five months of 1920 amounted to ap- 
proximately $86,600,000. Allowing for 
seasonal fluctuations of traffic, on the 
basis of operations since March Ist, earn- 
ings for 1921 would probably be around 
$335,000,000 or 1.9% on the invested cap- 
ital. Thus, on the present volume of 
traffic, allowing for the seasonal improve- 
ment, and the savings through lower 
operating costs, it does not seem likely 
that the roads can do better than to ob- 
tain a return of 3.6% on the invested cap- 
ital. The annual interest charges of the 
Class I roads are estimated at $475,000,- 
000, so that the above calculation would 
leave a balance of $160,000,000 available 
for dividends, or about 261%4% of what is 
necessary to meet the dividend require- 
ments of the roads. . 

The net result of all this plainly indi- 
cates that, much good as economic reme- 
dies applied to the roads will do, these 
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remedies alone cannot be expected to 
place the roads on a prosperous footing. 
A return of business is absolutely essen- 
tial before the roads can bé expected to 
earn the 6% return contemplated under 
the provisions of the Transportation Act. 


The Government Payment 


It is a foregone conclusion that the 
roads, as a whole, will fall short of cover- 
ing their dividend requirements this year 
and will therefore need a_ substantial 
amount of working capital to meet the 
deficiency, if dividends are to be main- 
tained. The recent proposal of the gov- 
ernment to fund the railways’ debts to 
the government and to pay some $500,- 
000,000 of balances due the railroads with- 
in the year, would, therefore, be of in- 
estimable value to the carriers. It will 
do much to relieve them of their financial 
worries and tide them over the present 
pericd of depression. 

The results of operations of the princi- 
pal roads for the five months to May 3lst, 
1921, were as follows: 


Eastern Roads — 


Cleveland, Cincinnati, Chicago & St. 
Louis showed a considerable improve- 
ment in gross and net earnings in May. 
Gross for the first five months of 1921 
amounted to $32,650,878, compared with 
$32,778,828 for the same period of 1920. 
Net operating income amounted to $653,989 
compared with $204,516 for the previous 
month. Earnings for the five months’ 
were at the annual rate of $5,550,000 or 
about 50% of the government guarantee. 

Delaware & Hudson showed a slight 
falling off in both gross and net for the 
month of May. Gross revenue amounted 
to $3,691,725, compared with $3,713,598 
in the previous month, and net amounted 
to $701,384 compared with $737,815 in 
April. Earnings for the five months were 
at the annual rate of $5,280,000 compared 
with a standard return of $7,409,600. 

Delaware, Lackawanna & Western’s 
operations for the month of May were 
practically at the same rate as in the 
previous month. Gross and net showed 
practically no change whatsoever. Earn- 
ings for the five months were at the an- 
nual rate of $9,336,300, compared with a 
rental of $15,749,000. 


Erie’s earnings kept up the improve- 
ment noted in April. Gross amounted to 
$9,483,706, compared with $8,997,818 in 
the previous month, and net more than 
doubled, amounting to $1,173,155. For the 
first time this year this road managed to 
wipe out its accumulated deficit and show 
a small balance over operating expenses. 
Earnings for the five months were at the 
annual rate of $605,000, compared with a 
government guarantee of $15,841,263. 

New York Central for the second 
month in succession reported a large bal- 
ance of net operating income. Net 
amounted to $4,442,457, compared with $,- 
099,090 in the previous month. Earnings 
for the five months were at the annual 
rate of $33,000,000, compared with a rental 
of $57,690,588. 

New York, Ontario & Western showed 
some improvement in net in May. Net 
operating income amounted to $116,715, 
compared with a deficit of $25,042 in the 
previous month. Earnings for the five 
months were at the annual rate of $95,- 
800, compared with a standard return of 
$2,103,589. 

Pennsylvania’s earnings for May 
showed a slight improvement over the 
previous month. Gross earnings increased 
about $1,800,000 and net over $600,000. 
Earnings for the five months were at the 
annual rate of $3,700,000, compared with a 
government guarantee of $67,126,464. 


Coal Canviere 


Baltimcre & Ohio reported a falling 
in both gross and net for the month of 
May. Gross earnings amounted to $15,- 
722,738, compared with $15,953,279 in the 
previous month, and net amounted to $1,- 
685,449, compared with $2,337,998 in 
April. Earnings for the five months were 
at the annual rate of $20,883,000, com- 
pared with a standard return of $28,031,- 
146. 

Chesapeake & Ohio’s gross earnings 
increased about 23% over the previous 
month, and net earnings amounted to $1,- 
587,163, compared with $930,743 in the 
previous month. Earnings for the five 
months were at the annual rate of $8,845,- 
000 compared with a government guar- 
antee of $14,588,579. 
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Lehigh Valley reported net operating 
income of $49,586, compared with a deficit 
of $64,327 the previous month. Opera- 
tions for the five months resulted in a 
net operating deficit of $4,490,483. 

Norfolk & Western showed a slight 
improvement in gross and net over the 
previous month. Gross earnings amount- 
ed to $6,613,063, compared with $6,281,- 
042, in the previous month, and net 
amounted to $871,397, compared with 
$711,989 in April. Earnings for five 
months were at the annual rate of $%,- 
911,400, compared with a standard return 
of $20,634,142. 

~ S tk Li 

Louisville & Nashville reported a slight 
improvement in gross and net for the 
month of May. Gross earnings were 
$700,000 in excess of the previous month, 
and net operating income amounted to 
$111,322, compared with a deficit of $279,- 
329 in April. Earnings for the five 
months resulted in a net operating deficit 
f $2,114,449. 

Southern Railway’s earnings were 
slightly better in May than in the pre- 
vious month. Net operating income 
amounted to $1,013,063, compared with 
$998,461 in April. Earnings for the five 
months were at the annual rate of $3,- 
000,000, compared with a rental of $18,- 
660,883. 






























Southwestern Roads 


Missouri Pacific’s earnings showed a 
slight improvement in May. Gross 
amounted to $8,651,373, compared with 
$8,297,361 in the previous month, and net 
earnings totaled $711,944 as against $623,- 
496 in April. Earnings for the five 
months were at the annual rate of $5,180,- 
000, compared with a standard return of 
$13,978,029. 

St. Louis-San Francisco’s gross earn- 
ings were slightly below the previous 
month, but net amounted to $1,215,857, 
compared with $1,188,965 in April. ’Fris- 
co is one of the few roads that is earning 
in excess of the government guarantee. 
Operations of the five months were at the 
annual rate of 17,113,000 compared with 
a standard return of $13,357,260. 

St. Louis Southwestern’s gross and net 
earnings were about the same as in the 
previous month. Earnings for the five 
months were at the annual rate of $,- 
500,000 compared with government guar- 
antee of $3,910,914. 

Texas & Pacific reported a slight de- 
crease in gross earnings, but a considera- 
able improvement in net. Earnings for 
the five months were at the annual rate 
of $1,550,000, compared with a standard 
return of $4,107,432. 


Western Carriers 


Chicago & Eastern Illinois reported 
approximately the same gross and net as 
in the previous month. There was no 
improvement in this road’s operation. For 
the five months the road reported a net 
operating deficit of $474,099. 

Chicago & Great Western showed an 
improvement in both gross and net in the 
month of May. Gross earnings amounted 
to $1,934,209, compared with $1,811,617 in 
the previous month, and net earnings 
amounted to $57,541, compared with an 
operating deficit of $90,894 in April. 
Earnings for the five months were at an 


























annual rate of $324,500, compared with 
a rental of $2,953,430. 

Chicago & Northwestern continues to 
make a very poor showing. Gross earn- 
ings in May were slightly below the pre- 


- vious month and approximately 20% be- 


low the same month of last year. Gross 
earnings for the first five months of this 
year were approximately $4,000,000, or 
7% below the same period of 1920. The 
road reported a net operating deficit of 
$1,981,336, compared with a deficit of $1,- 
218,421 in the previous month. Opera- 
tions for the first five months resulted in 
a deficit of $4,461,094. 

Great Northern showed a slight im- 
provement in gross and net over the pre- 
vious month. Net income amounted to 
$179,343, compared with a net operating 
deficit of $68,259 in the previous month. 
Operations for the five months resulted in 
a deficit of $2,799,144. 

Illinois Central’s gross earnings de- 
creased about $500,000 from the previous 
month, and net about the same amount. 
Earnings for the five months were at 
the annual rate of $22,570,000, compared 
with a rental of $16,282,373. 

Minneapolis & St. Louis reported 
about the same amount of gross in May 
as in the previous month, but a larger 
operating deficit. For the first five months 
of 1921 the operating deficit amounted to 
$659,898. 

Northern Pacific reported an increase 
of $300,000 in gross over the previous 
month, with a net operating decit of $393,- 
021, compared with net income of $43,564 
in April. Operations for the five months 
resulted in a deficit of $1,211,337. 


North Central Roads 


New York, Chicago & St Louis re- 
ported about the same amount of gross 


as in the previous month with a decrease 
in net operating income of about $200,000. 
Earnings for the five months were at the 
annual rate of more than twice the gov- 
ernment guarantee. 

Pere Marquette’s gross earnings 
amounted to approximately $3,000,000 in 
May or the same as in the previous month ; 
net operating income, however, decreased 
about $170,000 from April. Earnings for 
the five months were at the annual rate 
of $2,000,000, compared with a standard 
return of $3,748,196. 

Wheeling & Lake Erie’s gross earn- 
ings amounted to $1,367,495, compared 
with $1,032,369 in the previous month. 
Net earnings amounted to $282,516, com- 
pared with $70,246 in April. Earnings 
for the five months were at the annual 
rate of $259,800, compared with a gov- 
ernment guarantee of $1,592,037. 


Transcontinental Lines 


Atchison reported a substantial in- 
crease in net earnings over the previous 
month on practically the same amount 
of gross earnings. Net amounted to $5,- 
414,472, compared with approximately 
$2,100,000 in the previous month. Earn- 
ings for the five months were at the an- 
nual rate of $30,392,000, compared with 
a rental of $44,615,087. 

Southern Pacific reported practically 
the same amount of gross and net as in 
the previous month. Earnings for the 
five months were at the annual rate of 
$30,000,000, compared with a standard re- 
turn of $48,244,660. 

Union Pacific’s gross and net earnings 
were the same in May as in April. Earn- 
ings for the five months were at the 
annual rate of $22,150,000, compared with 
a government guarantee of $39,369,411. 
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ANALYSIS OF RAILROAD EARNINGS FOR FIRST FIVE MONTHS OF 1921. 


The following table is compiled on the assumption that the first five months represent 35% 
of the traffic year, as they did in the test period: 
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The Motors 


How Depression Has Affected Them—Prospects of the Leading Companies 


By E. D. KING 





Editor’s Note: 





This article, besides reviewing and forecasting the motor industry as a whole, analyzes 
the following companies whose shares are listed on the N. Y. Stock Exchange: General Motors, Saxon, Stude- 
baker, Willys-Overland, Pierce-Arrow, International Motor, Chandler, White, Hupp, Republic. 








HE automobile industry has been for 
some time and is still under the in- 
fluence of the business depression which 
set in a year ago and which is still in 
existence. With only one or two excep- 
tions among the leading automobile mak- 
ers, conditions have resulted in declining 
sales, declining production, declining 
prices and declining earnings. A compari- 
son with the situation existing a year ago 
this time is not favorable. However, this 
is true of practically every industry and, 
as a matter of fact, is less true of the 
automobile industry than of many others. 
Considering the unsettled business sit- 
uation, this industry has given a surpris- 
ingly good account of itself. Production 
of passenger cars this year will amount to 
between 1,000,000 and 1,200,000, repre- 
senting a decline of 35-45% from last 
year’s production of 1,883,158 cars. The 
average rate of production this year for 
the passenger car makers will amount to 
about 50% of capacity or perhaps slightly 
more, Contrast with this the steel indus- 
try, which will show a yearly average rate 
of 30-40% at the best; the soft coal in- 
dustry, with a rate of no more than 
40-50%, or the shipping industry, with a 
deplorable record of hundreds of ships 
out of action. There are other industries 
in an even worse position than steel, coal 


and shipping so that the automobile gives 
a rather favorable impression by contrast. 

This is a strange development. When 
it was definitely realized last winter that 
the country was in for a prolonged period 
of depression, the automobile industry was 
regarded as the first logical victim of the 
coming debacle. The idea, of course, was 
that the automobile, being a “luxury,” 
would lose its appeal to a people bent on 
economizing by the force of circumstances. 
Yet with the coming of Spring, people 
commenced to buy pleasure cars in fairly 
large numbers and are still doing so. Evi- 
dently we must realign our ideas on the 
automobile industry as a luxury industry. 
The fact is that the automobile is partly 
a luxury and partly a necessity and to a 
growing number of people it is becoming 
a real necessity. The luxury element is 
gradually disappearing in the more purely 
utilitarian aspect. 

Another contributing element in the 
relatively fair showing of the automobile 
industry is that prices of automobiles have 
been cut to a level to induce considerable 
buying. One of the main reasons for the 
slump in the automobile business last Win- 
ter was that the automobile manufacturers 
insisted on retaining the old high level of 
prices. This forced many potential cus- 
tomers out of the market, who postponed 
their car purchases until prices were more 
reasonable. Now that they are on a 
level considerably below those obtaining 


last year, the result has been to stimulate 
business to a fairly satisfactory extent. 


Present Conditions 


The reader should not imagine from the 
above that all is well with the automobile 
industry. It is only “well” in comparison 
with other industries; if we want to look 
back at the period 1919-1920 when even 
the most insignificant automobile makers 
made money, the impression we receive is 
not such a cheerful one. For one thing, 
with only one or two exceptions, there is 
not an automobile manufacturer in the 
country selling as many cars today as 
he sold last year or the year before. Also 
not one of them is getting as much for his 
cars. Of course, the latter feature is 
partly offset by the reduced operating 
costs, via labor and materials, but he is 
not making as much money per car as 
was the case in the past few years. These 
are dull times for most automobile makers 
and they are fortunate in some cases to 
break out even. 

Except in the instance of such makers 
as Ford and Studebaker, competitive con- 
ditions are unfavorably affecting the 
automobile interests. Manufacturers are 
vying with each other to offer extraor- 
dinary inducements to prospective custo- 
mers, The newspapers are flooded with 
advertisements and more care is being 
bestowed on sales organizations than has 
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been the case for several years.  Vir- 
tually a buyer’s market exists. 

There is a large supply of used cars 
pressing for sale in the market at very 
marked discounts from prices prevailing a 
few months ago. A good proportion of 
these. cars come into direct competition 
with the new cars and this element in 
the situation has been an important factor 
1 holding back purchases of new cars. 

Few manufacturers are turning out cars 
except on order. No chances are being 
taken on piling up large quantities of fin- 
ished cars, in which respect the situation 
differs greatly from last year when the 
plants were busy turning out as many cars 
as possible, relying on the enormous de- 
inand of that time to absorb the output. 

The principal makers have been steadily 
engaged in improving their financial posi- 
tion. Inventories are slowly being re- 
duced, bank loans are being paid off and 
in other ways they are gradually getting 
back to a rock-bottom basis. 

While every interest is affected by 
the present competitive conditions, the 
big companies are able to get more 
than their share of the business offered. 
It is the little company—insufficiently 
financed and without much prestige— 
that is feeling the effects of the situa- 
tion very keenly. Some of these com- 
panies have already found the field 
over-crowded and have been forced to 
go out of existence. Others will follow 
and conditions are inevitably bound to 
work out so that only the strong and 
well-financed companies will be left in 
the field. 


The Truck Companies 


Manufacturers of trucks have had a 
very poor year. This branch of the busi- 
ness has not done nearly so well as the 
passenger car end. As a natural result 
of the unfavorable business situation, com- 
mercial cars in use both in the industrial 
and commercial centers and in the agri- 
cultural districts have shown a very large 
decrease in sales, There is not a single 
truck manufacturer in the country operat- 
ing at capacity and at the beginning of 
the year there was hardly one operating 
at over 25% capacity. Last year, the 
country turned out 322,039 trucks with a 
value of $423,000,000. This year it will 
barely turn out 160,000 trucks with a 
probable value of about $175,000,000. 

About the only branch of the truck 
business that shows any life today is the 
light delivery truck. Ford and other 
makers are doing well in this field and 
will show big earnings from this source 
this year, These cars have been found 
ery efficient and very economical and 
inder present conditions, with their com- 
paratively low upkeep, find a ready sale. 

The heavy truck end of the business, 
m the other hand, is in very poor shape. 
Very little business has béen done since 
the beginning of the year and except for 
one or two important companies whose 
position in their field is supreme, the out- 
look for the balance of the year does not 
ippear to be more satisfactory. 


A Birdseye View 
What does the future hold out for the 
automobile industry? That a transforma- 


tion is in process cannot be questioned. A 
number of companies that rode into ex- 
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istence on the crest of the war-wave are 
slowly giving ground to their older com- 
petitors and many of them will eventually 
disappear. For a period of perhaps sev- 
eral years the productive capacity of the 
country’s automobile plants will be in ex- 
cess of the capacity of the country to ab- 
sorb the product.* A period of curtailed 
demand, lower prices, and generally com- 
petitive conditions is in full swing and 
bids fair to continue for possibly another 
year until general business conditions are 
on a bed-rock basis. 

In the meantime, even some of the 
more important companies will find a con- 


doubt that general conditions in a year 
from now will be better than they are 
now. 

The question presents itself as to 
whether the investor should consider in- 
vestment in the automobile issues at the 
present time. This depends on the status 
of each individual company. Some com- 
panies are in a good position even at the 
present time: others are in an uncertain 
position, A better idea as to the outlook 
for the important automobile companies 
will be gained by referring to the follow- 
ing list which includes most of the prin- 
cipal makers. 








TABLE I—TEN LEADING 


Low 
Chandler 59% 
General Motors 
Hup 
Int. 
Pierce-Arrow ........- 


Studebaker 
White 


*Based on $10 par value stock. 
+100% stock dividend included. 
$33 13% stock dividend included. 


Range 1919-1921 Current 


AUTOMOBILE STOCKS 


Present 

Divi- Yield, Outlook of 

Company 
Fair 
Fair 
Fair 
Fair 
_ Fair 
Poor 

a Uncertain 

a Very good 
12% Fair 
- Fair 


Price 


dend Per Cent 
$6 12 


1 9 
1 8 13 














siderable shrinkage in their earnings. 
The test of every company will be the 
fundamental soundness of its trade 
position, the strength of its financial 
structure and the ability of its manage- 
ment to devise means of withstanding 
the unfavorable conditions which are 
likely to prevail for a considerable 
period. It is obvious that each com- 
pany will have to be judged according 
to the circumstances peculiar to that 
company. What may be true of one 
company may not be so true of another 
even though both are affected by the 
same general conditions. Therefore, 
while a view of the automobile situa- 
tion as a whole is desirable, it is of 
even greater importance to analyze the 
position of each individual company in 
which the investor is interested. 

As to the automobile situation as a 
whole, it can be said with safety that this 
year’s results will be disappointing as com- 
pared with last year’s but encouraging 
as compared with the estimates put out 
during the early part of the year. There 
is no doubt that this industry, outside of 
the motor-truck end of the business, has 
done better than was expected. 

The permanency of the industry is as- 
sured. It is the second largest manufac- 
turing industry in the country and is 
bound to hold this position for a long 
period. This year, as stated previously, 
production of pleasure cars will total at 
least 1,000,000 cars. This is about the 
minimum which can be expected and it 
may run up to 1,200,000. It is impossible, 
of course, to forecast conditions next year 
but it is improbable in any case that the 
automobile industry as a whole will make 
a worse showing than this, Even the 
motor-truck end of the business should 
show slow improvement as there is little 


GENERAL MOTORS ’ 


Helped and Hindered by Enormous Size 
—Shares a Good Speculation 


This organization possesses both the vir- 
tues and defects of its enormous size. 
As a maker of several leading lines of 
motor car, which have an established posi- 
tion in their respective fields, General Mo- 
tors is in a good position to get a respecta- 
ble share of the business that is offered. 
On the other hand, its enormous capital- 








TABLE ll 
MOTOR PRICE REDUCTIONS 
(Since April 30, 1921) 


Old 
price 


$2,065 
820 


De- 
crease 


Present 


Overland ........ 695 22 
Studebaker (spe. 6) 1,685 6% 
Willys-Knight ... 1,895 18% 

All models, touring cars, f. 0. b. fac- 
tory, unless otherwise indicated, 
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ization is a very serious defect in view of 
the fact that for at least several years the 
automobile industry will only be mod- 
erately active, consequently making a pro- 
nounced effect on the per share earnings 
of the company. 

General Motors has 20,000,000 shares of 
common stock outstanding in addition to 
about $100,000,000 senior obligations in 
the form of preferred and debenture stock. 
Based on estimates of production for the 


395 





ee SS peer 








Pd eas rg nl 





ON ee 


past half year and probable production for 
the balance of the year, it is not likely 
that the common dividends of $1 per share 
will be fully covered. While its Buick, 
Cadillac and Oldsmobile production is 
keeping up fairly well, a slump is looked 
for, reaching its climax in the early Win- 
ter months. It is hardly likely that Gen- 
eral Motors will make any money in the 
last three or four months of the year. On 


Studebaker sells one of the best cars 
in the country for the money and, at 
the same time, possesses an administra- 
tive and engineering organization that 
is hard to match for efficiency. Every 
dollar expended by the company for 
any purpose deemed necessary returns 
a full dollar’s value. - In other words, 
the Studebaker management is extraor- 
dinarily economical, knows how to push 

















TABLE HI—ANNUAL PRODUCTION OF AUTOMOBILES 

r P. ger Cars——\ 1 -——Motor Trucks——— 

Number Wholesale Value Number Wholesale Value 
OS icin dhsone 127,731 $159,918,506 3,255 $5,230,000 
Se 181,000 213,000,000 6,708 14,208,000 
Sr 199,319 240,770,000 10,655 22,290,000 
re 356,000 335,000,000 22,000 000, 
. Seer 461,500 399,902,000 23,500 44,000,000 
RE 543,679 413,859,379 25,375 45,100,000 
| BER 818,618 565,978,950 74,000 125,800,000 
iad coiide 1,493,617 797,469,353 90,000 157,800,000 
ae 1,740,792 1,053,505,781 128,157 220,982,668 
Si bss cad cease 926,388 801,937,925 227,250 434,168,992 
Ea 1,657,652 1,461,785,925 316,364 423,326,621 
ae 1,883,158 1,809,170,963 322,039 423,756,715 
Me i ventceers 1,200, 950,000,000 160,000 175,000,000 

*Estimated. 

















that basis, the maintenance of the present 
dividend rate is problematical. Recently, 
the directors declared the regular 25 cent 
quarterly dividend to the surprise of many 
keen observers, No doubt the regular 
declaration was based on the hope that the 
business of the company would show suf- 
ficient improvement to warrant this action. 
While in comparison with other makers, 
the business of the company is fairly sat- 
isfactory considering the present circum- 
stances, the outlook is too uncertain to 
warrant calling the present dividend rate 
secure. 

From a long-range viewpoint, General 
Motors offers a more satisfactory pros- 
pect. The company is in the field to stay 
and its resources are large enough to 
withstand a long period of competition. 
Its Buick, Cadillac and Oldsmobile makes 
are standard and are types of cars which 
will always have an appeal to the Ameri- 
can public. Weighing all factors to- 
gether, pro and con, General Motors 
common stock offers good speculative 
possibilities at its present price of 
around 10 for the investor who is in a 
position to carry his stock through a 
possible period of declining earnings 
and even dividend-suspension in the be- 
lief that this powerful organization will 
come through the present depression 
with colors flying. 


STUDEBAKER 


America’s Premier Manufacturer—Excel- 
lent Car and Excellent Management 


Studebaker, to-day, in its class may be 
considered the premier automobile manu- 
facturing organization of America. This 
company has hung up a wonderful record 
at a time when many other companies 
were losing money or going out of ex- 
istence altogether. What is the reason 
for this remarkable showing? How has 
Studebaker managed to do so well when 
others were barely able to make both ends 
meet? The answer is found in the fact that 





its product and take advantage of any 
situation which may arise. Further, 
Studebaker is an old company. Its 
wagon products have been used by the 
farmers of the South and West for dec- 
ades and a Studebaker car has likewise 
become a tradition among the great 
farming population of the country. In 
a period of competition like the present, 
therefore, Studebaker possesses a very 
great advantage, as its product has a 
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for the company, In the third quarter, it 
will probably manufacture 25,000 cars, In 
the first six months of the year, the com- 
pany earned about $11 net on its common 
stock, as against the full year dividend re- 
quirements of $7 a share. In other words, 
Studebaker this year will cover the divi- 
dend requirements on the common stock 
at least twice over and possibly three times 
over. A company that can make a record 
of that sort in such a period as the pres- 
ent certainly is in a very strong position. 
The common stock sells at about 78 re- 
turning a yield of about 9%. This divi- 
dend is practically safe so far as can be 
seen ahead, and there are good possibili- 
ties of an increase. The writer feels 
considering the character of the company, 
and its product, and the exceptional rec- 
ord made this year, that Studebaker is as- 
sured of a permanent future in its field 
and that the stock not only has merits of 
a speculative nature but even those of an 
investment nature and that bought at 
around $78 a share, it should eventually 
turn out to be a very profitable specu- 
lative investment. 


PIERCE-ARROW 


Adverse Rumors Not Impressive—Pas- 
senger Car Business Doing Well 
—Shares Speculative 

Various adverse rumors have recently 
been circulated concerning Pierce-Arrow, 
but the company nevertheless seems to be 
in a sound position. Its truck business, of 
course, has fallen off considerably but the 
passenger end has held up pretty well and 
will probably continue to do so. Last 
year, Pierce-Arrow sold 2,200 cars and 
up to June 1 this year sold 850 cars with 
orders for 350 more on its books. Prob- 


FREIGHT CAR. LOADINGS OF AUTOMOBILES 


stronger appeal than those of the newer 
companies. 

Sfudebaker has disposed of its wagon 
business and is now a car manufacturer 
solely, Its plant at South Bend, Indiana, 
is a model of efficiency and the money 
which went into this plant out of war 
earnings has already brought its return 
several times over. 

In the period April-June, Studebaker 
manufactured about 22,000 cars, a record 





ably the company will sell as many pas- 
senger cars this year as last. On the 
other hand, not much is expected from 
the motor truck end of the business. 
Last year, earnings on the common 
stock amounted to $3.88 a share but con- 
sidering that its motor truck business will 
not show up well this year, it is improba- 
ble that these earnings will be duplicated. 
Reflecting the unfavorable trend of busi- 
ness, Pierce-Arrow passed the dividend 
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A. R. Erskine, President, STUDE- 
* BAKER CORPORATION: 

An analysis of the operations of 
our different industries during toe 
past year of progressive decline of 
business disclosed the fact that the 
automobile industry suffered much 
less than many others. It was 
neither the first to experience de- 
pression nor the worst hurt by it. 
On the contrary, the automobile in- 
dustry is standing up under the de- 
pression as well, perhaps, as any in- 
dustry in the country. record- 
breaking business of the Ford and 
Studebaker companies this summer 
are noteworthy exceptions of indus- 
trial prosperity, ond general busi- 
ness in industry is averaging 
60% of last year. 


The automobile industry is dem- 
onstrating its ability to sustain it- 
self in hard times on a par with 
other industries. Its stability, safety 
and future compare favorably with 
other industries and it will always 
prosper when the country is in a 


flourishing condition. For these 











What Motor Presidents Think 
Their Comments to The Magazine of Wall Street 


reasons, I consider men in the auto- 
business are happily situated 
and should envy no man. 


Improvements in the automobile 
business will automatically start and 
progress with gene improvement 
whenever it comes, and, meanwhile, 
the industry can rock along on a 
60% basis without serious disturb- 
ance. 





C. D. Hastings, President, HUPP 
MOTOR CAR CORPORATION: 


Spottiest market I have ever seen. 
Business abnormally good in sec- 
tions where there is no particular 
reason for depression. Where there 
is depression, business just fair. To- 
tal domestic sales our company sev- 
enty-eight per cent. last year, which 
was our b'ggest year. In my 
opinion, public attitude toward high 
prices and subsequent price reduc- 
tions delayed spring buying peak 
about sixty days, and we are getting 
our May business now. If this con- 
tinues, and August holds up, as I 
believe it will, September will look 





pretty good. We stand a chance of 
going through without usual nor- 
mal summer slump although it will 
be some time before business actual- 
ly returns to normal.. The change is 
beginning now, or will begin very 
soon, use the nation’s attitude is 
returning to normal. Whatever im- 
proves general conditions is bound 
to improve the aut bile busines 


George W. Mixter, President, 
PIERCE-ARROW MOTOR CAR 
CORPORATION: 


We have every 
steady improvement of automobile 
industry. Events of last five years 


have established place of car and 
truck as indispensable utilities. De- 
spite general depression, our car 
business has continued goed. Truck 
business cons'derably below normal. 
As soon as improving bus'ness in- 
creases, motor truck production 
will share in demand for greater 
transportation facilities. We look 
for slow but steady improvement 
throughout remainder of nineteen 
twenty-one. 
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on its preferred stock. The company, 
however, is in fair financial shape and 
with further liquidation of its inven- 
tories and reduction of its bank loans 
it should eventually be able to re- 
sume dividend payments on the pre- 
ferred stock. This stock is selling 
around 60 where it has good investment 
possibilities from a long-range view- 
point. 

Pierce-Arrow is a permanent factor in 
the automobile industry and as such its 
issues both common and preferred are en- 
titled to serious consideration. It is true 
that business is not good now but the 
great prestige of the Pierce-Arrow car 
and truck will eventually work to the 
company’s advantage. The common stock 
is now selling at a figure low enough to 
warrant purchase as a long-range specu- 
lation. 


CHANDLER 


Doing Better Than Was Expected—May 
Give Critics a Surprise 

This company has been doing better 
than expected and with the Cleveland 
Motor Co., owned and financed by the 
same interests as Chandler, is selling a 
good volume of cars throughout the coun- 
try. On the other hand, fluctuations in 
the sales of the Chandler car are marked 
and it is possible that for several months 
sales may dip sharply. In any case, it is 
hardly likely that Chandler will show 
earnings this year of over $6 a share. 
Recently the dividend rate was cut from 
$2.50 quarterly to $1.50 quarterly. This 
rate does not appear assured as the 
finances of the company are not too strong 
at present. On the other hand, the 
company may do the surprising thing 
and continue its present satisfactory 
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record which would easily take care of 
the dividend rate. 

Chandler is one of the larger passenger 
car companies and its products have a 
good reputation throughout the country. 
The company is bound to get its share of 
whatever business is offered. The car is 
medium-priced and offers a good value. 

The capitalization of the company is a 
very simple affair, there being only 280,- 
000 shares of no par value stock, with 
no funded debt or preferred stock. ‘This 
is very much in favor of the company. 
The management is efficient and conserva- 
tive and it may be depended on to further 
strengthen the finances of the company. 
The company is strong enough from a 
trade viewpoint to warrant purchase of 
the stock at these levels as an attractive 
speculation at this writing. Chandler is 
selling around 48. 


HUPP MOTORS 


Small But Thriving—Price of Car Cut 
Twice This Year 


One of the smaller but nevertheless 
thriving automobile makers is the Hupp 
Motor Car Corporation. Like Stude- 
baker, though to a less pronounced de- 
gree, this company has given a good ac- 
count of itself in the present depression. 
Hupp makes a car that sells for about 
$1,500 and comes into competition with 
such cars as the Cleveland, Essex, Buick 
and Studebaker, although with the excep- 
tion of the Cleveland car, it sells at a 
lower price than any of these. The car 
is a popular one which is attested to by 
the fact that despite the unfavorable eco- 
nomic circumstances existing since the 
beginning of the year, a very fair rate 
of production and sales has been main- 
tained. 


Capacity of production is about 2,000 
cars monthly. During the height of this 
year’s buying season, a rate not far from 
capacity was maintained but since then 
demand has slumped and the company is 
now operating at about 50-60%. The bal- 
ance of the year does not hold out very 
encouraging prospects and it is doubtful 
that the year’s average will show more 
than a 45-50% rate. 

Offsetting this feature, which is common 
to practically all the car makers, Hupp 
has made a place for itself in the automo- 
bile industry. The car has a wide follow- 
ing and is gradually growing in popularity. 

From a financial viewpoint, the com- 
pany is in a satisfactory position. It 
has cleaned up its bank loans and has 
no detts except current bills. Its high- 
priced inventories have been worked 
off and the company is now in a posi- 
tion to take advantage of the lower 
prices for materials. The price of its 
car has been cut twice this year and 
this has attracted a considerable amount 
of buying. 

Hupp has a relatively small capitaliza- 
tion consisting of only 9,391 shares of 7% 
cumulative preferred stock and 519,210 
shares ($10 par value) common stock. 
The dividend rate on the latter is $1 a 
share, in quarterly disbursements of 25 
cents. The past fiscal year ended June 30, 
1921, will show earnings somewhere in 
the neighborhood of $3.50 a share or more 
than three time dividend requirements. 
Even under the poorest conditions during 
the coming year it should not be difficult 
for the company to earn at least its com- 
mon dividends. The stock sells now at 
about $12 a share where it returns over 
8%. The dividend seems secure and the 
stock is worthy of consideration from a 
long-range speculative viewpoint. 
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SAXON MOTORS 

An Exceptional Speculative Opportunity 
—Stock Now Around $4 

It may surprise some to’ see this con- 


cern classed among the leading makers. 
Yet the writer considers Saxon to have 


exceptional possibilities and therefore to- 


be entitled to more serious consideration 
than is generally given it. Saxon has two 
assets of undoubted value: one is its 
Saxon Duplex model and the other is a 
very able executive and engineering staff. 
This new model is very successful and 
I am given to understand that such are 
the expectations of the company that an 
order for 5,000 engines has been placed 
for the new car. It is quite probable 
that within a year or so Saxon will take 
its place among the important and pop- 
ular car makers. 

From a financial viewpoint, the com- 
pany has improved its position by selling 
its parts business for a consideration of 
$500,000. This will permit Saxon to pay 
off its indebtedness and start with a clean 
slate. 

The stock, of which there are 187,000 
shares (no par value), outstanding is jun- 
ior to 13,493 shares of 8% cumulative pre- 
ferred stock ($100 par value). Since last 
year, it has declined from a price of 
around 21 to a record low price of 2%. 
At present, the stock is selling at about 
$4 a share. At this price, it offers an ex- 
ceptional speculative opportunity, although 
not a certain one—if held for a period 
of possibly a year or two. 


WILLYS-OVERLAND 
Has Had Its Share of Misfortune—lIn for 
Better Things 

The prospects for this company are 
brighter than for any time since the end 
of last year. Sales are constantly in- 
creasing owing to the stimulation given 
the company’s business by its price cuts. 
From the middle of May until the middle 
of June, the company sold 18,000 cars, 
which is well up to standard. Produc- 
tion for July calls for 12,000 cars. It is 
probable that this record will be main- 
tained during most of the year so that the 
net results should be very satisfactory con- 
sidering the period through which the 
company has passed. 

Dividends on both preferred and com- 
mon stocks were passed at the end of 
1920 and have not been resumed since. 
Efforts of the management have been con- 
centrated on improving the financial po- 
sition of the company and the omission 
of the above dividends was in line with 
good, conservative policy. Since last year 
this time, the company has reduced its to- 
tal indebtedness over $20,000,000. It is 
now possible that with further progress 
by the end of the year, directors will be 
in a position to consider the resumption 
of dividends on the preferred stock. 
This issue is now selling at about $30 
a share against an average price last 
year of about $70 a share. At this price, 
it is very attractive as a speculative in- 
vestment. The common stock is sell- 
ing at about $7 a share and improv- 
ment in the company’s earning position 
will inevitably be reflected in a better 
price for this stock, although it is to 
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be doubted that dividends will be re- 
sumed for a considerable period. 
Willys-Overland has had its share of 
misfortune in addition to the tribulations 
arising from the unfavorable economic sit- 
uation but it seems to have turned the 
corner. This company is a permanent 


factor in the automobile manufacturing 
business: its plants are models of efficien- 
cy: its organization has been practically 
restored and from this time on the com- 
pany should give a good account of itself. 


INTERNATIONAL MOTORS 


No Doubt of Ability to Surmount Present 
Difficulties 

This remarkable company is easily the 
leader in the motor-truck field. It holds 
the same position in this field as Stude- 
baker holds in the passenger car end of 
the business. Its two trucks, the Mack 
and Saurer, are known wherever trucks 
are used. The company has naturally 
been affected by the industrial depression 
but has been able to do far better than 
practically any other truck maker. Pres- 
ent operations are about 60% of capacity 
and it is believed that at least this rate 
will be maintained for the balance of the 
year. 

From a financial viewpoint, Internation- 
al Motors is in an excellent position. Its 
inventories have been reduced to a healthy 
figure and it has no bank loans. Cash 
on hand amounts to about $4,000,000 which 
puts the company in an unusually strong 
position. 

Dividends on the first preferred stock 
are secure and moderately secure on the 
second preferred stock issue. At current 
prices, both issues present satisfactory me- 
diums for commitment. The first preferred 
yields about 10%4% at the current price of 
67, and the second preferred about 1114% 
at its price of 60. Both stocks are selling 
too low. The common stock which is 
selling at about 28 is handicapped by the 
large size of the two issues preceding it. 
Nevertheless it presents an excellent spec- 
ulative opportunity over a reasonable 
period. Considering the pre-eminent posi- 
tion of the company in its field and its 
strong financial position there need be no 
doubt as to the ability of International 
Motors to get over the present situation 
in good shape. 


WHITE MOTORS 
Financial Position Can Be Improved— 
» Good Long-Range Prospects 

This company is among the more im- 
portant truck manufacturers and has es- 
tablished a permanent position for itself 
in this field. In common with the other 
truck makers, White has suffered from 
the unfavorable business conditions exist- 
ing since the end of last year. At present 
it is running on about a 25% production 
basis with the outlook for continuation of 
this limited capacity until the end of the 
year. 

While White will not make so good a 
showing this year as it did last, it will 
make a better showing than most of the 
other truck makers, owing to the fact that 
it had a large carry-over of orders last 
year which were filled this year so that 
while its plant activities have averaged 


something like 25%, its sales have actually 
been about 50% above this amount. Re- 
cently a $3,000,000 order was filled for the 
city of New York. 

The company’s finances are in fair shape 
but the inventories are still too large for 
comfort. The company will bend all ef- 
forts toward reducing this large amount. 
In the meantime, it is necessary to 
conserve cash as much as possible and 
therefore in view of the certainty that 
net earnings this year will show a de- 
cline, I believe that the dividend posi- 
tion of the stock is uncertain. The 
dividend rate is $4 a share on the 250,000 
shares outstanding ($50 par value). 

The White management is capable and 
should be able to steer their ship through 
the present troubled waters. The truck 
which the company manufacturers is ef- 
ficient and can hold its own among other 
makes, A resumption of normal business 
activity will see White up among the 
leaders, getting its full share of the busi- 
my The common stock now sells around 


REPUBLIC MOTORS 


Does Not Appear Prepared for Prolonged 
Depression—Stock Not Attractive 


Like the other motor truck companies, 
Republic is going through a lean period 
of earnings. The heavy truck business is 
almost stagnant and orders are few and 
far between, On the other hand, the light 
delivery business seems in fair shape and 
the company is bringing out a light model 
with which it hopes to reach some busi- 
ness. 

Republic has had a very poor year thus 
far. For the first quarter of the year 
there was a deficit of about $350,000 after 
charges. The second quarter statement 
has not been given out yet but it is im- 
probable that a better showing was made 
than in the first quarter. Thus far there 
are no indications of a change in the 
motor truck business, and outside of the 
business Republic is able to secure by the 
sale of its new light truck, it is practically 
certain that this will be the worst year 
ever experienced by the company. 

The company’s financial position is 
fair but does not seem good enough 
to meet a prolonged period of depres- 
sion. An unfavorable feature is a high 
inventory figure and about three times 
as much in notes and accounts payable 
as against notes and accounts receiv- 
able. Unless inventories are reduced, 
the cash item, which is still fairly large, 
amounting to about $600,000, will show 
considerable depletion by the end of 
the year. 

There are $2,500,000 7% serial notes 
outstanding. The last of these notes come 
due Nov. 1, 1923. There are also out- 
standing 8,362 shares of 7% cumulative 
preferred stock ($100 par value). The 
common stock issue amounts to 100,000 
shares of no par value. The dividend on 
the preferred stock was passed last April 
and no dividends have been paid on the 
common since May, 1919. It is exceed- 
ingly doubtful that dividends on the com- 
mon stock can be resumed within a long 
period, and the stock which sells at about 
i3 does not appeal to me either from a 
speculative or investment viewpoint. 
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The Whelan Group 


A Study of the Companies Composing It 


By WILLIAM J. KEARY 


EDITOR’S NOTE: The companies in which George J. Whelan is interested have come to be known as the “Whelan 


Group” because of 
way. 


To fully describe any one of these companies, therefore, it is necessary to refer to them all. 


this one man’s dominant influence over them as well as because they are all closely related in a business 


Hence this extended 


analysis of United Retail Stores, United Cigar Stores, Montgomery & Ward, United Retail Candy Stores and R. J. Reynolds 


Tobacco, to be followed later by an article dealing with Tob 


VERY big business in America has 
its personality. Back of each gigan- 
tic enterprise lies the genius of one 
man, or his persistency, or his unflag- 
ging devotion to toil, or whatever other 
qualities contributed to his success. 


When we hear of an unusually rich 
man, we are apt to attribute his success 
to good luck or to the fact that he was 


born into affluence. Yet, investigation 
shows that the majority of our greatest 
business men were the sons of parents 
in poor or moderate circumstances, and 
that their success was due, not to an ac- 
cident of heredity, but to their readiness 
to seize opportunity when it presented 
itself or create it when it was lacking, 
as well as to unremitting hard work in 
the development of a well conceived 
idea. It is the triumph of perseverance 
over difficulties, the attainment of spec- 
tacular success through no other instru- 
mentality than that of their own genius, 
in whatever form it has demonstrated 
itself, that imparts romance to the 
achievements of nearly all of our busi- 
ness magnates. 

There are few larger corporations in 
this land of big corporations than the 
United Cigar Stores. Whether or not 
we are addicted to “the weed,” there is 
no corporation with which we are more 
familiar, because its stores confront us 
at the corners of nearly every impor- 
tant street in every city of consequence. 
Last year it sold $80,000,000 of goods 
in 1,500 stores in various cities. This 
tremendous enterprise is the product of 
the brain and effort of George J. 
Whelan, one of America’s greatest 
retail merchants and business builders. 
Mr. Whelan, himself, will tell you 
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that his success is not the result 
of genius, but of opportunity utilized. 
His success is not the outcome of one 
of the whims of chance. Rather it is 
the reward of initiative, of persistent 
plugging, of careful thinking, of delib- 
erate analysis, of willingness to take a 
chance and the determination to carry 
out an idea which he conceived to be 
sound. 

At the age of fifty George Whelan 
had achieved his boyhood ambition of 
building up a great chain of cigar stores, 
and he decided to retire from the business 
arena. But after a few years he came 
back, convinced that, to be happy, a 
man must work. The war gave him a 
new outlook on business and created in 
him new ambitions and new desires. 
He thought of trade, not confined to 
the boundaries of his own land, great 
as they were, but stretching out into 
other lands in all portions of the 
sphere. » Why not apply the merchan- 
dizing methods that had won such suc- 
cess in the cigar trade to other lines 
of endeavor? Prohibition would create 
a new field for candy or other substi- 
tutes which would fill the void which 
the absence of alcoholic beverages 
would provoke in many. Four years of 
war had given America a grasp on for- 
eign trade she never had before, and 
opened up new avenues for American 
goods, American business and Amer- 
ican methods. Conditions both at home 
and abroad militated in favor of Whe- 
lan’s new plans for domestic and inter- 
national business. 

The co-operation of Duke was en- 
listed and, in 1919, the plans of the 
“Duke-Whelan interests,” as the com- 
bination is now popularly known, took 
concrete shape in the formation of the 
United Retail Stores Corporation. Its 
announced purpose was “to extend and 
carry on generally in the United States 
and throughout the world manufactur- 


and United Profit Sharing. 


ing businesses, and a system of retail 
stores for merchandise of all kinds, for 
the purpose of founding and develop- 
ing such a chain and extending it, not 
only in the United States but in those 
countries of the civilized world which 
are prepared for the introduction of 
such a system, and for the development 
and manufacture and enterprises.” Like 
the other Whelan projects, it will be 
noted that emphasis was placed on the 
manufacturing as well as the retailing 
end, showing that where possible the 
aim of the company was to retail its 
own manufacturers, thus _ constituting 
as nearly as possible, a complete pro- 
ducing and distributing unit. 

Under the plan of procedure, there 
will be chains of cigar stores, of candy 
stores, of department stores, and other 
chains each operating as a separate unit 
under a distinct corporate entity, but 
controlled by the United Retail Stores 
Corp. through stock ownership. It is 
the policy of the company to assist in 
the development of the various affil- 
iated companies by furnishing capital 
and funds when needed. The company 
will instal the accounting and checking 
systems, obtain store locations and put 
into effect the same sound methods of 
retailing that have brought such con- 
spicuous success to the United Cigar 
Stores organization. 


United Cigar Stores Co. 


At the outset of the corporation’s 
career, United Cigar Stores Company 
was taken in as the foundation on 
which the huge merchandising structure 
was to be built. The purchase was 
effected through the offer to exchange 
two shares of the Class A stock of the 
new Stores Corporation for every share 
of the Cigar Stock outstanding. Of the 
common stock of the Cigar Company 


outstanding, $25,468,400 out of $27,163,- 
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000 was exchanged up to October, 1920, 
for the Retail Stores Stock, giving the 
new organization practically entire con- 
trol of the old one. The total author- 
ized capitalization of the United Retail 
Stores Corporation consists of $10,000,- 
000 of 8% pereferred stock, 1,000,000 
shares of class A common stock, no 
par value, and 160,000 founders shares. 
In addition to the class A stock issued 
in exchange for the stock of the Cigar 
Stores Company, 50,000 shares were 
sold for cash at $70 per share to pro- 
vide working capital. The Founders 
shares were sold for $5 per share, it 
being the purpose of the subscribers to 
utilize them in purchasing the services 
of men whom the organizers wanted in 
building up the business. Thus at the 
completion of the initial financing the 
company had cash working capital of 
$4,300,000, a very comfortable lever 
with which to start operations. Ac- 
cording to the most recent published 
balance sheet of the company, $1,000,- 
000 of the authorized $10,000,000 of pre- 
ferred, 633,064 shares of the authorized 
1,000,000 Class A shares, and the full 
quota of the 160,000 authorized Foun- 
ders shares were outstanding. 

In determining the value of United 
Retail Stores Corporation stock, one is 
analyzing primarily the United Cigar 
Stores Company, and secondly Mont- 
gomery Ward & Company, United 
Retail Candy Stores, Gilmer Brothers 
and R. J. Reynolds Tobacco Company. 
The holdings of United Cigar Stores 
stock now amount to 308,143 shares of 


a total of 328,661, so that obviously at 
present the outlook for the Cigar Stores 
is the determining factor in the affairs 
of United Retail Stores Corporation. 
Last year, the United Cigar Stores 
sold more goods than in any previous 


year in its history. Its sales increased 
from $35,822,985 in 1916 to $61,874,053 
in 1919, from which they jumped to 
$80,000,000 in 1920. Three influences 
caused the increase, namely, a greater 
volume of business per store, a greater 
number of stores, and rising prices. 
This year the company expects a still 
greater volume of sales, but rising 
prices will not be a contributing factor 
any longer. If the results of the first 
months are maintained the company 
will realize its hopes since sales for 
the five months of 1921 were two mil- 
lion dollars in excess of those of the 
corresponding period of 1920. 

General business depression is help- 
ing rather than hurting the company’s 
business, for in times of pessimism the 
smoker apparently seeks solace more 
frequently from his cigar and cigarette. 
Those out of work resort largely to 
the weed to divert their minds from 
their troubles, especially since the pop- 
ular medium of the banishment of 
gloom is now no longer available, or 
only obtainable with great difficulty and 
at prohibitive cost. This tendency to 
smoke more is reflected in the increased 
sales for tobacco companies generally 
for the early months of the present 
year, and from the point of view of 
sales, at least, indicates a prosperous 
year for the tobacco industry. 


-400 


The tobacco manufacturing industry 
has suffered comparatively little from 
deflation. Producers of the leaf, how- 
ever, were caught in the storm of read- 
justment which has been sweeping the 
country during the past year, and ex- 
perienced some of the havoc which it 
left in its wake. Tobacco leaf is now 
being sold at 50% of the prices prevail- 


Deflation and Tobacco 


ing a year ago. In some instances the 
decline has been even more drastic as 
in Lexington, Kentucky, for example, 
the average price this year is $13.53 per 
100 pounds compared with $46.19 for a 
similar quantity last year. This con- 
dition is giving rise to a good deal of 
debate and surmise as to how soon 
retail prices will reflect the cut in the 
raw product. The argument advanced 
by the manufacturers in keeping up 
prices is that a good portion of the 
leaf used in manufacturing has to have 
one or more years of seasoning, and 
that accordingly leaf that was pur- 
chased at the high prices prevailing 
last year and previously is now being 
used in current processes. For this 
reason the tobacco manufacturers have 
not derived the benefits that might be 
expected from lower leaf prices. 

Notwithstanding, in recent months 
there has been a tendency towards 
lower prices especially in medium 
priced cigars. Brands of cigars which 
retailed for fifteen cents some months 
ago are now being sold for ten cents; 
ten cent cigars are being reduced to 
eight cents and cigar prices generally 
are inclining rather noticeably to lower 
levels. Cigarettes have not declined to 
anything like the same extent. Popular 
brands have held up well in price and 
rumors of reductions are not credited. 
Speaking generally, deflation has not 
made itself felt as yet to manufacturers 
and retailers of tobacco. 

It must be said of the tobacco man- 
ufacturers and retailers that their 
products responded very slowly to the 
conditions that made for higher prices, 
compared with the rapid and extreme 
rise in other commodities. Conse- 
quently it may be expected that they 
will move more slowly too now that 
the trend is the other way. But that 
they can escape entirely or that prices 
will be maintained indefinitely at pre- 
vailing levels is hardly conceivable. 
The public will sooner or later demand 
lower prices, and might force them 
through a buyers’ strike if they are not 
reduced voluntarily. Just how drastic 
the cut will be, how soon it will come, 
whether the retailers will be unharmed 
by it are all matters for conjecture. 
There is a likelihood, however, that the 
retailers will get the benefit of price 
reductions from the manufacturers, be- 
fore they in turn cut their prices; and 
that if there is any suffering to be borne 
it will be mostly by the manufacturers. 


Will Earnings Increase? 


The question arises, therefore, wheth- 
er a greater volume of business during 
the present year will mean greater 
earnings for the United Cigar Stores 
Company. Unless there are severe re- 
adjustments in prices during the latter 


portion of the year, the profits for 1921 
ought to be at least as great as thosé 
for 1920. Some benefit will accrue to 
the company from the fall in general 
commodity prices which will make for 
lower operating costs, although rentals 
which constitute one of the chief items 
of operating expense show small evi- 
dence of declining. Taking into account 
the fact that the Whelan organization 
knows how to buy judiciously, that any 
sweeping price cuts will probably 
bear most heavily on the manufac- 
turers and that the volume of busi- 
ness has remained steady so _ far, 
the profits of the Cigar Company 
are likely to be up to the standard 
of last year. Of course, this 
prophecy may be upset by price move- 
ments in the coming months or by 
other unforeseen contingencies. 

Profits of the United Cigar Stores 
Company have increased _ consistently 
during the past few years, with the 
exception of 1917 when they showed a 
decline. Earnings after taxes were $3,- 
059,933 in 1916, $4,436,480 in 1919, and 
$5,029,005 in 1920, equivalent to $10.10 
a share in 1916, $15.17 a share in 1919 
and $15.31: a share in 1920. Against 
earnings of $5,029,005 in 1920, preferred 
stock dividends of $316,890, common 
stock dividends of $492,745 in cash and 
$5,703,348 in stock were paid, depleting 
the surplus by $1,483,978. 


In 1920, United Retail Stores paid a 
stock dividend of 10% on all the com- 
mon stock outstanding and a 3% cash 
dividend in addition on the class A 
stock. The cash and stock dividends 
received from the Cigar Company jus- 
tified both of these disbursements, and 
left the company with a fairly substan- 
tial surplus. Recently, the entire Com- 
mon Stock, Class A and Founders’ 
shares were placed on a 6% annual basis 
the first disbursement having been paid 
on July 1 to holders of record June 15. 
To maintain the 6% rate on 633,064 
shares of Class A common requires 
$3,798,384 annually, and on 160,000 
Founders’ shares $960,000 annually, 
making total dividend requirements of 
$4,758,384 yearly. The Cigar Stores 
Company’s earning power, if.maintained 
at last year’s standard of $5,029,005, 
would be about sufficient to cover the 
present yearly dividends of the Retail 
Stores Corp. since approximately 93% 
of the earnings of the Cigar Company 
belong to the holdmmg corporation. To 
pay the 6% rate for 1920 the Retail 
Stores Company will require in all 
$3,567,468 of earnings. Dividends paid 
on the stock of the Cigar Company 
since the beginning of the year will 
have totalled 10% by the end of July, 
giving the Retail Stores for the first 
seven months of the year alone an in- 
come of about $3,020,000 against the 
$3,568,788 it will require to maintain 
the 6% rate for 1921. 

Whether the United Cigar Stores 
Company earned the $3,286,000 it dis- 
bursed in dividends for the first seven 
months of 1920 is not publicly known, 
but the company had a free surplus of 
over $4,000,000 at the end of 1920, on 
which it might draw. The question of 
maintaining the 6% rate on the stock 
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of the United Retail Stores Company 
then resolves itself around the earnings 
of the cigar company, since it is on 
this source it is chiefly dependent for 
its income just now. Holdings of Mont- 
gomery Ward are giving no income return, 
neither is the stock of the United Retail 
Candy Stores; the present returns from 
Gilmer, Inc., are unknown to the public 
but are probably little or none, while 
the only other apparent avenue of in- 
come is. the dividends that will be 
received from the “large block” (extent 
not revealed) of the “B” common stock 
of the R. J. Reynolds Tobacco Com- 
pany. So far as 1921 is concerned, the 
earnings accruing from the cigar com- 
pany alone will be ample to cover the 
Retail Stores dividends, as the total 
earnings will probably be near the 
$5,000,000 mark, and the dividend re- 
quirements of the Stores Company will 
be considerably less than that this year. 


The Outlook 


Peering into 1922, the outlook is a 
little more obscure. Assuming that the 
earning capacity of the United Cigar 
Stores remained at the five million dol- 
lar mark in 1922, it alone would be suffi- 





The International Harvester Co. 





cient to care for the present 6% rate 
on the Retail Stores stock, but it would 
be questionable policy to dissipate the 
entire earnings for dividends leaving little 
or none for development and expansion. 
With the dividends from the “large 
block” of R. J. Reynolds Tobacco 
Co.—Common “B” = shares, possible 
dividends from the Candy Stores 
Corporation and Gilmers, Inc., it will 
not probably be necessary to draw to 
the full limit of the earnings of the 
Cigar Company. In the writer’s opin- 
ion, unless something exceedingly dras- 
tic happens to the tobacco industry, the 
future income of the United Retail 
Stores will be sufficient to meet the 
present 6% rate of dividends. It is 
likely that the margin of earnings over 
dividends will not be very great in the 
next year or two, and it might be 
deemed a matter of good business pol- 
icy to reduce the rate. However, this 
is solely a matter for George Whelan 
and his associates—the writer merely 
believes that the income will be ample 
to cover the dividends, but what the 
margin will be it would be unwise to 
prophesy in view of the many prevail- 
ing uncertainties in the business world. 








Montgomery Ward & Co. 


Montgomery Ward & Co., Inc., a con- 
siderable block of whose stock is owned 
by United Retail Stores, is the second 
largest mail order house in the country 
with a business record dating back to 
1872., It sells directly to the consumer 
through the medium of catalogues and 
by this means benefits itself and its 
customers through the elimination of 
the middleman’s profits. Many of the 
articles are manufactured directly by 
the company itself, while the remainder 
of its purchases are bought directly 
from the manufacturer. Its customers 
number about 6,000,000 and practically 
98% of its business is on a strictly cash 
basis. 

For, many years past the company’s 
business has been steadily growing. 
Since 1914, its sales have increased by 
leaps and bounds, advancing from $41,- 
042,486 in that year to $99,336,053 in 
1919. Profits in the same period kept 
fairly even space growing from $2,010,- 
094 in 1914 to $2,472,658 in 1915 to 
$4,130,094 in 1917, to $4,390,181 in 1918 
and dropping slightly to $4,194,170 in 

(Continued on page 423) 






Harvester’s Position 





ITH the exception of the United 

States Steel Corporation, the Inter- 
national Harvester Company is perhaps 
the most self-contained property in the 
country. Few people indeed, realize the 
vast amount of acreage owned or con- 
trolled for long periods by this company, 
enabling it to obtain from its own prop- 
erties the steel, iron, coke, by-products, 
coal timber and even sisal that it uses 
for the manufacture of Harvester prod- 
ucts. 

Iron Ore Mines 


Harvester obtains its supply of iron ore 
for steel operations from the Agnew Mine 
in Hybonig, Minnesota, in which it has 
a 32-year mining lease for underground 
operation. The capacity of this mine is 
200,000 tons of iron ore per annum. Then 
there is the Hawkins Mine in Keewatin, 
Minn., which is an open. pit mine and 
on which is an ore-washing plant. The 
iron ore extracted from this property is 
in the neighborhood of 1,000,000 tons 
yearly. In North Freedom, Wisconsin, 
Harvester has a 33-year mining lease on 
an undergrotind mine known as the Illinois 
Mine which has a capacity of producing 
100,000 tons of iron ore per annum. The 
latest addition to the raw material prop- 
erties of the company is the Sargent Mine 
at Keewatin, Minn. This property was 
acquired on January 1, 1918, and is under 
a 50-year lease to the company. Its ca- 
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pacity is 200,000 tons of iron ore per 
annum. In all, it controls 4 iron ore 
mines with .a total capacity of 1,500,000 
toms per year. 


Blast Furnaces and Steel Mills 


The International Harvester Company 
in itself is a steel company and compares 
very favorably with several of the larger 
independents. Comparing its pig iron ca- 
pacity with the Lackawanna and Republic 
Iron and Steel, whose yearly capacities 
are 1,400,000 and 1,500,000 tons respective- 
ly, Harvester boasts a capacity of about 
450,000 tons or approximately one-third 
of the above companies. The South Chi- 
cago, Illinois, Mills, whose land area is 
about 143.6 acres, is equipped with three 
blast furnaces with an annual capacity 
of 450,000 tons of pig iron. The Bessemer 
Mill, Blooming Mill, Merchant Mill turns 
out the finished product, which is chiefly 
steel bars, at the rate of 350,000 tons 
yearly. 


Coal Mines and Coke Works 


The coal mines of International, located 
in Kentucky, have a total capacity of 
1,000,000 tons of coal per year. 6.500 
acres of these coal lands are located in 
Benham, while in Harlan County, Ky., a 
new mine has been opened up to increase 
coal production to supply by-product coke 
plant at South Chicago, Illinois. This 
plant contains 88 Wilputte coke ovens 
and auxiliary equipment for the utiliza- 
tion of the resulting by-products. The 





capacity of these ovens is 350,000 tons of 
coke per annum. 


Timber Lands and Saw Mills 


For its timber, Harvester looks to its 
acreage in Missouri for production. It 
has in Pemiscot and Dunklin Counties, 
Mo., 58,000 acres of timber lands, con- 
sisting principally of ash, cottonwood, gum, 
maple and oak. In the past three years 
there has been in the process of develop- 
ment a large drainage project which in- 
cludes four drainage districts in Pemiscot 
County and one drainage district in Dunk- 
lin County, Mo., the latter known as the 
Elk Chute Drainage District in which is 
located 44,000 acres of the company’s 
lands. The purpose of the project is to 
furnish an outlet for the waters from the 
four Pemiscot County drainage districts 
and to provide internal drainage for the 
lands lying within the Elk Chute Drain- 
age District. At Deering, Mo., and Rives, 
Mo., the company operates its own saw 
mills whose capacities respectively are 
20,000,000 feet and 2,000,000 feet per an- 
num. At Rives there is also a mill op- 
erated by outside interests for the man- 
ufacture of stave and cooperage. The 
stock is supplied with low grade logs 
from Harvester’s timber lands. There 
are also 22,000 acres of timber, made up 
chiefly of oak and gum, in Valley Park, 
Mississippi, owned by Harvester, but 
which have not been in operation for 
some time. ‘ 
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Sisal Plantation 
International Harvester has also gone 
directly to the source of supply of sisal, 
which is a fiber used for binding, and 
controls in Cardenas (Province of Matan- 
zas), Cuba, 3,000 acres. Of this amount, 


operated by the company’s employees and 
for its benefit, its operation is not included 
in the balance sheet. 

“The report that the company has lost 
its foreign trade is equally untrue. The 
actual foreign business for 1920 was ap- 
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TABLE I—COMBINED EARNINGS 


$30,417,211 $31,648,657 
Balance after charges, including war losses... 14,099,593 
11,619,257 
14.52 
*The last of war losses were charged off in the 1919 annual statements, but $7,500,000 was 
taken out of 1920 earnings on account of inventory depreciation—which is equal to $8.50 per 
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1,000 acres are under cultivation upon 
which are over 1,000,000 growing sisal 
plants. 


History and Organization 


September 19, 1918, saw the consolida- 
tion, under the laws of New Jersey, of 
the International Harvester Company of 
New Jersey and the International Har- 
vester Corporation into the International 
Harvester Company. All the property, 
real, personal and mixed, and ail 
rights, privileges, powers and franchises 
of the two old companies together with 
all their debts, liabilities and duties were 
acquired and assumed by the new com- 
pany. The merger agreement, which was 
approved by the P. U. Commission of 
New Jersey, provides that the duration 
of the new company shall be per- 
petual. 

The company is engaged in the man- 
“facture and sale in the United States 
and in foreign countries, of agricultural 
machinery, tools and implements of all 
kinds, including harvesters, binders, reap- 
ers, headers, mowers, rakes, shredders, 
hay tools, gasolene and oil engines, trac- 
tors, wagons and motor vehicles. 

There are twenty-three subsidiary com- 
panies paying homage to Harvester. The 
entire capital stock of these companies, 
with the exception in some cases where 
there are directors’ qualifying shares, are 
owned by the International Harvester 
Company. 


“is Position of the Company 


Much has been said about the loss of 
Harvester’s various foreign plants and 
the necessity of it obtaining financial aid. 
It is true that the company suffered heavy 
war losses; in fact during three years 
ending with 1919, a total of $26,967,137 
was charged off on this account. Harold 
F. McCormick, president of the Harvester, 
said in a recent interview: “The com- 
pany’s financial requirements of the year 
have been fully provided for and the 
maximum 1921 borrowings will not exceed 
two-thirds of the amount borrowed in 
previous years, when the Company’s re- 
sources were smaller. All European war 
losses were charged off in 1920. 

“Tt is true that total receivables are 
larger than in 1920, but much less than 
the company has carried in previous years. 
Most of the receivables are amply secured. 

“The report that the company has lost 
its foreign plants is entirely unfounded. 
All are in the company’s possession and, 
with the exception of the Russian works, 
are in full operation on a sound business 
basis. While the Russian plant is being 
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proximately $60,000,000, which is $10,000,- 
000 above the highest previous record. 
This includes no trade with Russia. 

“The company’s financial situation is se- 
cure, its resources are unimpaired and it 
is fully prepared to meet all the further 
exigencies of readjustment.” 


Analysis of Annual Report 


By analyzing the income account and 
balance sheet of Harvester for the fiscal 
year ending December 31, 1920, the state- 
ment made by President McCormick and 
quoted above, is borne out. The balance 
sheet especially makes a strong showing 
and, assuming that conditions have not 
changed materially since the first of the 


$10.51 a share on the 800,000 shares of 
common then outstanding. 

Total sales for the year were the largest 
in the company’s history, amounting to 
$225,000,000 against $212,000,000 in 1919 
and $204,000,000 in 1918. Despite the 
handicaps of an adverse exchange situa- 
tion, its European business was excellent, 
establishing a new high record of $60,- 
000,000. 

The balance sheet disclosed a shifting 
around of current assets which converted 
the greater part of cash into increased 
inventories and receivable net working 
capital at the close of the year amounting 
to $157,870,968 against $156,229,549 the 
previous year. 

International Harvester is one com- 
pany that can show working capital in 
excess of its outstanding capitalization, 
$150,000,000. There is no funded dett, 
at the close of 1920, cash at hand amounted 
to $12,291,617 against $39,669,711 in 1919. 

The conversion of cash into inventory 
and receivables was brought about by the 
fact that carry-over into this year was 
unusually large, due to the slump in buy- 
ing during the last half of 1920 and the 
extension of credit on a larger scale to 
farmers, owing to money stringency. This. 
unprecedented slump in commodity prices 
played havoc with the farmer, reducing 
many, temporarily, to a state of poverty. 
This in itself eliminated any advantage 








1917 
Operating Income after taxes $30,417,211 
Interest 978,821 
Ore and Timber Exting 
Reserve for Depreciation 
8 1 Main. 
Res. for Losses on Rec 
Pension Funds 
Appr. Emp’l. Savings Plan 


War Los: 


TABLE II—INTERNATIONAL HARVESTER COMPANY 
Fiscal Year Ending December Sist, 1920. 
Consolidated Income Account of the Merged Companies for Calendar Year. 
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BALANCE SHEET, DECEMBER 31, 1920 


$6,985,325 
68,036,662 


$3,608,726 
71,645,388 


$6,705,353 
*68,350,742 
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the regular 7% cash dividend on its Preferred stock 
and 1%% in April and July, 1%% in October and January on Common stock. 
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Payrolls, i ‘ete. 
Pref. Divid. 
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Pension Fund 
Other 
Pur. Mon. Oblig.... 




















year, does not warrant the belief that 
the company will have to do any new 
financing. 

Operating income, after charging off 
taxes, depreciation, etc. was $16,655,353, 
which is equal to $13.84 a share on the 
900,000 shares of common stock after 
preferred dividend requirements. In 1919, 
the income after charge-offs, amounted 
to $20,011,760, but an extraordinary 
charge-off for war losses of $7,403,034 
reduced earnings to $12,608,726 equal to 


Harvester used to obtain from the normal 
stability of agricultural business. Al- 
though agricultural implements were re- 
duced about 1244%, the average agricul- 
tural products fell about 50%. 

One item of $11,785,000 bills payable 
is found in the 1920 balance sheet whereas 
in the previous year the company did not 
borrow from the banks. Segregating this 
amount, $4,000,000 is a War Finance Cor- 
poration loan due in 1923, $2,185,000 for- 

' (Continued on page 431) 
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Answers to Inquiries 


BELGIAN AND DANISH BONDS 


Good Foreign Investments 


Kindly advise me of your opinion on the fol- 
lowing: Kingdom of Belgium 8% bonds, King- 
dom of Belgium 744% bends, and Danish Con- 
solidated 8% bonds.—A. 


Kingdom of Belgium S. F. 8s, 1941, 
and 734s, 1945, are, among foreign gov- 
ernment securities, generally rated as 
first class in every respect. Both the 
principal and interest of these bonds 
are payable in United States gold coin, 
without deduction of any Belgian taxes, 
present or future. These issues are 
listed on the New York Stock Ex- 
change and a broad market prevails 
for them at all times. Kingdom of 
Denmark 8s, 1945, are considered quite 
as attractive as the Belgian bonds. In 
fact, they have been selling at a slight 
premium. This issue is also listed on 
the New York Stock Exchange, and 
both its principal and interest are pay- 
able in United States gold coin, with- 
out deduction of Danish taxes, present 
or future. Owing to the gradual ten- 
dency of discount rates to ease, pretty 
much throughout the world, the effect 
of this should be favorable on these 
securities. 


ILLINOIS CENTRAL 


An Attractive Investment 

Will it be possible for Illinois Central to 
maintain 7% dividend rate under the Transporta- 
tion Act? For that reascn would it be a good 
buy at present market price?—O. L. D. 

For the first four months of 1921 the 
earnings of Illinois Central have been 
at the annual rate of $20.60 a share, 
and while the company is not likely to 
round out the year on quite so favor- 
able an earning basis, it will, neverthe- 
less, make an excellent showing. Un- 
der the terms of the Transportation 
Act, the roads are allowed to earn 6% 
on invested capital, after which 50% 
of earnings go to the Government. 
From the foregoing you can see there 
is an ample margin of earnings over 
the 7% dividend requirements, and little 
doubt as to the company’s ability to 
maintain that rate need be felt. We 
consider Illinois Central attractive at 
the prevailing quotations for the stock. 
It invariably sells above 100 and from 
1914 to 1919 ranged between 80 low and 
115 high. Its dividend record goes back 
to 1863 at various rates, but the -7% 
rate is now a fixture in all likelihood. 
At 92 the yield is 7.6% and at 116 it 
would be 6%, which latter would be 
more reasonable for a stock of this 
character. 


PHILADELPHIA COMPANY 5% PREF. 
Has a Very Good Record 


‘ould you advise me to invest a trust fund 
of "52.000 io Philadelphia Combany, cumulative 
d at present market price? If not, will 
you sue est a safe investment for this sum that 
ea good return.—B. M. 


While the preferred shares of the 
Philadelphia Company are an attractive 
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security, owing to their inactivity and 
large percentage of natural gas earnings 
in its income, we prefer some other 
issue for the investment of a $2,000 
trust fund. We submit for your con- 
sideration a few high grade long-term 
bonds, for which there is a broader 
market than for Philadelphia Company 
preferred, and we name them in the 
order of our: preference: St. Louis 
Southwestern Con. 4s, 1932; Peoria & 
Eastern Ist 4s, 1940; Computing-Tabu- 
lating-Recording 6s, 1941; St. Louis and 
San Francisco Prior Lien 4s, 1950. 

It should be noted, however, we are 
by no means unfavorably disposed toward 
Philadelphia 5% preferred (non-cumu- 
lative) especially at today’s low levels 
around 25, which makes the yield 10%. 
It has an excellent record which goes 
back to 1901, in regularity, in income 
and stability of: price. The preferred 
stock (5%) usually sells around 40 and 
these levels are the average low prices 
in nearly 20 years. The company was 
actually founded in 1871. If you are 
not compelled to invest in absolutely 
gilt-edge stuff, you could put about 
25% of your fund intd this issue with 
safety, we believe. 


WESTINGHOUSE AND KANSAS CITY 
SOUTHERN PREFERRED 


Exceptions to the General Rule 


Would you please let me know in regard to 
Westinghouse Electric common and Kansas City 

R. Pfd. your opinion on their dividends and 
safety. I will hold these stocks if you report 
favorably, Otherwise, let me know of some other 
stocks or bonds which are safe from a dividend 
andporgs and into which I might switch.— 


The earnings of the Westinghouse 
Electric Company and the Kansas City 
Southern Railroad are sufficiently good 
to warrant the belief that there is no 
danger of the dividends on the former 
company’s common or the latter’s pre- 
ferred shares being passed. Both these 
companies are exceptions to the gen- 
eral rule and you may consider your- 
self fortunate in selecting and holding 
them in times like the present. When 
conditions become more settled, these 
stocks should enjoy considerable im- 
provement in market value. 

Of course, no common dividend can 
be regarded as absolutely “safe” in 
these times when dividends of long es- 
tablished companies get into jeopardy 
or are passed altogether. However, it 
looks as though Westinghouse could 
“come through” if times get no worse; 
and we do not anticipate much worse 
times before the turn is reached. 


CHICAGO & ALTON 3s, 1949, AND 
MO. P. 5s, 1923 


Will you kindly send me all possible informa- 
tion on Chicago & Alton 3% bonds, 1949, and 
Missouri Pacific Ss, due 1923. Would also be 
pleased to have your opinion on above bonds as 
s purchase—F. S. S. 

Chicago & Alton refunding 3s, 1949, 


are an authorized issue of $55,000,000 


of which $45,350,000 are outstanding. 
These bonds are a first lien on 592 miles 
of track, together with securities, bonds, 
leaseholds, terminals, etc. They are 
also a first collateral lien on $3,000,000 
preferred and $157,000 common stock of 
the Kansas City, St. Louis & Chicago 
R. R., $989,300 preferred and $2,268,800 
common stock of the Louisiana and 
Missouri River R. R. and $100,000 capi- 
tal stock of the Kansas City Terminal 
Company. The equity underlying them 
is high and they possess good salability 
and are generally regarded as a first 
class risk. 

Missouri Pacific Ist and refunding 5s, 
Series B, 1923, are outstanding to the 
extent of $13,641,000. This issue in con- 
junction with Series A and C, are a first 
lien on 3,454 miles of track and a second 
lien on 1,614 miles and a third lien on 
1,440 miles; also a fourth lien on 285 
miles of road. The security behind this 
issue is high and they possess good 
salability and while not regarded as a 
first class mortgage, they stand at the 
top of second grade securities of this 
description. Their status is gradually 
improving, and they may be regarded 
as a good business man’s risk, for any- 
one wishing a short term issue sellin~ 
at a liberal discount. 

However, in the latter case, we are 
opposed to the purchase of this short 
term issue because this is hardly the 
time to make investments of this char- 
acter. If you must have your money 
in February, 1923 (its maturity), you 
could buy short term paper or prime 
commercial paper through your bank, 
or invest in Government certificates of 
indebtedness which, although yielding 
slightly less, have no element of chance. 
Mo. P. will surely make provision for 
meeting this maturity, but it may have 
to do some financing for the purpose. 


AMER. SUGAR PFD. AND AMER. AG. 
CHEMICAL PFD. 

In recent issues you have published articles on 
Central Leather, American Agricultural Chemical, 
and if I remember correctly yout conclusion in 
cach instance was that the preferred stocks of 
these companies were good investments. All of 
them are old established institutions engaged in 
essential industries and have fine dividend 
records. The preferred dividends are cumulative 
and, as I understand it, must be paid some time. 
Now, if these passed dividends are caused by 
temporary business depression or by a cautions 
attitude on the part of their directors, why aren't 
these stocks fundamentally sound and a rare bar- 
gain at present prices?’—C. F. J 


We feel that your argument is sound 
and that ultimately all these securities 
will regain most of their former invest- 
ment status. However, the recovery in 
most of them, at best, will probably be 
slow. From the list you submitted to 
us, we should select American Agricul- 
tural Chemical preferred and American 
Sugar preferred as being in the best 
position and most likely to enjoy the 
earliest recovery; and we also favor 
Marine preferred and American Hide & 
Leather preferred as being more de- 
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sirable specvestments at the prevailing 
quotations, than are the other stocks 
you refer to. 


ALLIS-CHALMERS 
Should He Average? 


Kindly give me a report cr, rather, your 
opinion cn Allis Chalmers common. Have pur- 
chased this stock at 39. Would you advise hold- 
ing same? Do you consider the present quota- 
tion (32) gcod fcr the purchase of itional 
shares, or could you recommend another medium- 


priced stock that has better Do you 


believe Alls Chalmers will 
payment of dividends?—G. A 

Earnings of the Allis Chalmers Com- 
pany are running at the annual rate 
of approximately $8 a share on its 
common stock. Orders on hand are 
believed to be fairly substantial and at 
current quotations of about $31, the 
stock appears to be attractive for aver- 
aging purposes and its dividend pros- 
pects very fair. We are also well 
disposed toward Computing-Tabulating- 
Recording selling about the same price 
and also paying dividends at the rate 
of $4 annually. Both these stocks 
should appreciate considerably in value 
when conditions become more settled. 
As far as can be foreseen, the dividends 
on Allis Chalmers appear to be secure, 
as the company plowed back the bulk 
of its war earnings, has no arrears on 
its preferred and is in many ways well 
fortified to meet depressed conditions 
if they continue. 


LACKAWANNA STEEL 
Large Book Value 


I am interested in Lackawanna Steel. Am not 
alarmed about the passing of the dividend, but 
would like to know how long, in your opinion, 
they can stand the present kind of stagnation 
before getting into serious trouble.—C., aE A 


At the close of 1920, the Lackawanna 
Steel Company had a “surplus” of $33,- 
812,000, approximately equal to $96.31 a 
share on the common stock. Compared 
with the present price of $38 a share 
for Lackawanna, the company in the 
six years ended December 31, 1920, 
added $6,157,000 to its working capital 
and reduced its capital liabilities by 
$19,426,000. This is equal to about $73 
a share on the 351,085 shares of com- 
mon stock outstanding. From the fore- 
going it would seem that Lackawanna 
Steel with its rather high “book value” 
and basic worth could pass through a 
long period of depression without 
seriously being affected, though a con- 
tinuance of the existing slack demand 
for an indefinite time would undoubt- 
edly result in a substantial change in 
the company’s present favorable finan- 
cial position. It might interest you to 
know that a slight improvement is re- 
ported in the demand for steel, but no 
important change for the better can be 
expected until prices for finished steel 
are further substantially reduced. 


ospects. 


e able to keep up 
G. 


UNITED DRUG, ANACONDA, ETC. 
A Diversified List 


Would you advise me to sell or to hold the 
following: 83 United Drug Common, bought at 
various times at prices ranging from 57 to 87; 
50 Philadelphia Company common at 34; 50 Ana- 
conda Copper at 61; 20 Reading at 83, bought 
some time ago; 20 Westinghouse at 44; Texas 
Company at 36. Would it be advisable to switch 
into a more diversified list at this time?-—H. H. 


We .do not see how it would be 
404 


possible -for you to make your list of 
stocks any more diversified than it is at 
present. All the stocks you own are 
first. class speculative risks and well 
worth keeping for the long pull. In our 
opinion, they will, in time, all sell at 
higher prices than you paid for them 
and some of them /substantially higher. 
When the recovery in the security 
market sets in, the only issue that you 
have that may be a little slow in com- 
ing back is Anaconda, as the demand 
for copper metal is still poor and it 
may be some time longer before any 
real change for the better takes place. 
We would not consider selling this is- 
sue however, as it is one of the best 
of the copper shares and at current 
quotations has about discounted all the 
adverse factors in the situation. Your 
other shares are all in a position to 
quickly respond to any change for the 
better in the general conditions. The 
new financing of United Drug and con- 
vertible privilege of bondholders has 
not had a favorable effect on the stock. 
Doubt is expressed as to the continu- 
ance of its 8% dividend. 


BABY BONDS 
A Real List Wanted 

Kindly give the writer a list of Baby Bonds 
($100 par value) interest pavable in March and 
September, also June and December. Market 
price below $80. Yields 6% or over. Long term 
desired, Gilt edge and not in the speculative 
class. Ten different-classed bonds. Railroad or 
industrial preferred, Security of principal de- 
sired. The list in your recent Magazine does not 
give the months the interest is paid. I desive to 
oven up _cn_ my outside monthly income each 
month—T. W. B. 

To supply you with a list of “Baby 
Bonds” under the specifications con- 
tained in your letter, is a difficult 
matter. To do so would entail several 
hours of research work and even then 
in making such selections it is possible 
the bonds might not be available when 
you tried to purchase them. However, 
we submit the following list, which in 
part approximates what you asked us 
for in your inquiry: 

Interest 
Price Dates 
$73% M.-N. 
66% F.-A. 
86 J. 


Colorado & Southern 4%s, 1985... 

Hudson & Manhattan 5s, 1957.... 

U. S. Rubber 5s, 1947 

American Smelting 5s, 1947 76 

Southern Pacific S. F. Terminal 4s, 
1950 


PPO des Telephone Coll. 5s, 1946 a3 
Lackawanna Steel Ist 5s, 1950. 76 
Bethlehem Steel Ist 5s, 1942. 


85 
- Norfolk & Western Ist 4s, 1996.. 78 


Terminal Assn. St. Louis, 1953.... 70 
Montana Power Ist 5s, 1943 86 


INVESTMENTS AND SPECULATIONS 
An Assortment 


Kindly give me an assorted list of stocks of 
various grades that seem suitable for a long pull. 


‘I hold some Cclumbia Graphophone, F would 


ask your opinion of this also.—D,. J 


We submit for your consideration 
the following list of dividend-paying 
securities which, when stock market 
conditions become more settled, should 
appreciate considerably in value. We 
name them in the order of our prefer- 
ence: 

Southern Pacific, Illinois Central, 


Western Pacific preferred, Kansas City 
Southern preferred, Philadelphia Com- 
pany, Pacific Oil, Texas Company, 
Computing-Tabulating-Recording. Allis 
Chalmers, Hupp Motors and General 
Motors. 

The recovery in Columbia Grapho- 
phone may be somewhat slow. The 
company for the first quarter of the 
current year operated at a deficit of 
over $600,000, and the showing in the 
second quarter is not likely to be much 
if any better. Ultimately, however, the 
stock should enjoy a good recovery, and 
for the time being we suggest that you 
hold it, at least for a better selling op- 
portunity than exists at. present. 


PIERCE OIL PFD. 
Depressed by Conditions 


I hold 20 shares Pierce Oil Pfd., 8%. Kindly 
ony a opinion on this-secerity and oblige.— 


The Pierce Oil Company is extremely 
conservative in its management and 
ultimately this fact will probably be 
reflected in the value of its preferred 
shares. However, owing to the poor 
demand and low prices prevailing for 
crude and refined oil the dividend on 
this issue might have to be cut to 6% 
and possibly 5%. In such circum- 
stances, the stock might sell somewhat 
lower. This will depend largely upon 
the duration of the existing depression 
in the oil trade. However, on any ex- 
tended decline in its price we would 
consider the stock an attractive long 
pull speculation. In all probability, if 
you dispose of your holdings you will 
be able to replace them to better ad- 
vantage later on. 


REPUBLIC OF BRAZIL 41s 
A Curious Situation 


I recall a very interesting article in a recent 
issue of your Magazine concerning bond: issued 
by the Republic of Brazil. In this connection 
will you kindly advise concerning the Brazilian 
Government 4%% bond, known as the External 
Sterling Loan 1883, wrich was issued in amount 
£4,599,600, with interest payable June and 
December first. I wunderstand that until 1914 
about £2,000,000 were retired by a cumulative 
sinking fund of 1% per annum and that the 
further operat‘on of this fund was deferred until 
August 1, 1927. However, the Government was 
to pay the unredeemed portion in 38% years 
from June 1, 1884, and, therefore, by a war- 
ranty on the face of the bond, it should be re- 
deemed by the Republic of Brazil January 1, 
1923. On that date can a holder of such bond 
demand the face value?,—W. C. N. 

The facts stated in your letter are all 
correct, but the question as to right to 
demand payment of the Brazilian Gov- 
ernment 414%4% bonds of 1883 on Janu- 
ary 1, 1923, is one that has been up 
several times before. This point has 
been referred to the Rothschilds who 
will give no definite assurance that the 
bonds will be paid on January 1, 1923. 
It is our opinion that the Brazilian Gov- 
ernment will quite likely claim that the 
agreement whereby it was permitted to 
suspend sinking fund on this issue for 
seventeen years automatically sets for- 
ward for that length of time the date 
on which the unredeemed bonds would 
be paid. It seems impossible to obtain 
a definite ruling in this matter, but from 
the manner in which Rothschilds have 
answered inquiries concerning it ‘we 
have assumed that the Brazilian Gov- 
ernment will take the same attitude. 
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Building Your Future Income 


Our New Investors 


EARS ago, the investment market was a rich man’s 
Y affair, and it was only the money of the rich man that 
was sought by the big banking houses in their under- 
writings. The little fellow was almost completely neglected. 
Bonds were issued in denominations no lower than $500 and 
$1,000, and unless you had that much money to put up, 
you could not own a bond. So you kept your money in the 
savings bank or used it for a start to a building fund or 
perhaps you bought some insurance with it. But you were 
You hardly knew what a bond or stock 


Your avenues for investment were, 


not an investor. 
certificate looked like. 


in a broad sense, limited. 


Along came the war and with it Liberty bonds in denomi- 
nations of $50 and $100. You subscribed to your limit, 
which was your patriotic duty; but you did more than that. 
For the first time, perhaps, you became a bondholder, an 
investor. The banking houses noted the eagerness with 
which you bought these bonds and the idea occurred to them 
that they had been neglecting a rich field for development. 
They realized ‘that you were only one of hundreds of thou- 
sands of potential investors. In the aggregate you and your 
fellows possessed billions of uninvested money. 


The bankers commenced to tap this new field. You were 
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solicited to buy bonds in $100 pieces; you were asked to sub- 
scribe to new issues of stock in amounts even as low as five and 
ten shares if you could afford no more. There was thus a 
striking acknowledgment of your growing importance as a 
factor in the investment field. 

This is all history now. Today you are a big factor in 
No banking or underwriting firm dare reckon 


The gates of the 
New oppor- 


investments. 
without you. They are coming to you. 
investment market have been opened to you. 
tunities are yours. Yours is a new position of dignity and 
advantage. 

What practical use are you making of it? Are you 
buying $100 bonds; are you buying two or three shares 
here and two or three shares there? Are you buying a 
good income with every $100 you save up? Or are you 
forgetting about all the opportunities that are yours and still 
adhering to the old-fashioned formula of savings banks, in- 
surance, real estate, buf no investrents? You are moving 
in a new world where opportunities which never existed be- 


It would be shortsighted 
Put your 


fore now exist in great bounty. 
in the extreme to fail to take advantage of them. 
$100 where it will do you and the rest of the community 


the most good. 
405 





Furnishing Your Own Incentive 


A Way to Keep Your Interest Up 
By W. H. HULSIZER 


EBSTER dehnes incentive as that 
which incites or tends to incite to 
determination or action. 

In my brief experience I have found 
that the most important incentive to ac- 
cumulation for the purpose of attaining 
financial independence is an exact knowl- 
edge of one’s changing financial status. 

Of course the desire to emulate others 
who have been successful in this effort or 
who are on the road to success furnishes 
an incentive which may be sufficient for 
some individuals but not so for others, 
much depending on differences in tempera- 
ment, 

Another important incentive is furnished 
by the regular reading of financial maga- 
zines, such as THE MaGAzINE oF WALL 
SrreeT. I have been a regular reader of 
this magazine for some three years, dur- 
ing which time I have been a “newstand” 
subscriber, having but recently become a 
“regular” subscriber. 

Such reading is certainly stimulating 
and broadens one’s perspective and I find 
the study of market and trade conditions 
intensely interesting and many of the ar- 
ticles in the Magazine have tended to 
crystallize my aspirations for financial in- 
dependence. They have aided me in my 
determination to succeed by showing what 
is possible, what has been done by others 
and by concrete suggestions which will aid 
in accomplishing the desired results. 


Importance of a Record 


Such incentives, however, may not be 
sufficient unless they incite to action and 
unless a proper foundation is laid I am 
convinced that one of the first and most 
necessary steps is to devise a method 
which will accurately show the progress 
being made from month to month. This, 
to me, is the most important stimulus to 
further efforts. Haphazard efforts with- 
out an exact knowledge of the actual re- 
sults being accomplished are very likely 
to be sporadic and short-lived. 

Recently with the help of a friend of 
mine, who is an expert accountant, I de- 
vised a set of simple forms for keeping a 
record of income and outgo which I be- 
lieve furnish a firm foundation on which 
to build. 

These records consist essentially of the 
following: | 

(1) An itemized daily record of cash 

expenditures. 

(2) A summarized statement of such 

expenditures by months. 

(3) A monthly income account, and 
(4) A monthly balance sheet state. 
ment on which is set up a state- 
ment of total assets and liabili- 
ties. 


These statements are all kept in a small 
loose-leaf book about 5 by 8 inches in size 
and are practically equivalent to a set of 
single entry books. The form of the 
statements which I use, and which can be 


406 


modified as found convenient, is illustrated 
in Exhibits Nos. 1, 2, 3 and 4, 

In the first place all salary checks are 
placed in a checking account and cash is 
obtained by checks. Only cash expendi- 
tures are recorded on Exhibit 1, the total 
expenditures thereon plus cash on hand 
at the end of the month furnishing a check 
against amounts withdrawn from the 
checking account for “cash.” 

All dividend and interest payments are 
deposited at once in a savings account and 
increase directly the assets shown on the 
debit side of the balance sheet. Incident- 
ally I think this is a good habit to form 
as it keeps your money working for you. 


In the instance cited the profit and loss 
surplus for the previous month would 
have been $8,914.00, the difference, or 
$286.00, being the amount saved during 
the month and added to the asset side of 
the balance sheet. 

In my own case all items on the asset 
side of the balance sheet are carried at 
their actual cost, and any profits or losses 
are closed out as a charge or credit 
against income, as no profit and loss ac- 
count is kept, when the form of asset 
is. changed or an account closed. 

For instance, I have an account with a 
broker on the monthly payment plan. To 
the amount on the balance sheet each 








Groceries Laundry Fuel Newsp’rs 
Mea 


Cleaning Ice 





EXHIBIT No. 1 
ITEMIZED DAILY RECORD OF CASH EXPENDITURES, 

















During the month all bills are paid by 
check and the amounts paid out and items 
for which the expense was incurred are 
entered on form similar to Exhibit No. 2. 
At the end of each month the cash ex- 
penditures on form similar to Exhibit 
No. 1 are balanced and the column totals 
entered on Exhibit No. 2. 

Expenditures which increase current 
assets or decrease current liabilities are 
entered directly on Exhibit No. 4 and 
also any changes in assets from one form 
to another are transferred directly on the 
balance sheet statement. 


Checking Up 


At the end of the month the only two 
items on the balance sheet which are not 
closed are the items of “cash” and 
“checking account.” Amount of “cash on 
hand” and “balance in checking account” 
are determined and entered on the bal- 
ance sheet closing “the books.” 

The assets and the liabilities are totaled 
and the difference between the two repre- 
sents the total profit and loss surplus. The 
total profit and loss surplus for the pre- 
vious month as shown on the previous 
month’s balance sheet is then subtracted 
from the current surplus and this amount 
is entered on the income account, Exhibit 
No. 3, opposite the balance item “credit 
to profit and loss.” 

The difference between this balance fig- 
ure and the total monthly income should 
equal the total monthly expenses. These 
two amounts are not generally in balance 
although they have never been out of bal- 
ance more than one or two dollars. When 
there is a difference it is entered opposite 
the item “miscellaneous—unaccounted-for” 
on Exhibit No. 2 and “the books” then 
balance. 


month is added the current month’s pay- 
ment and the total amount carried oppo- 
site this item represents the total amount 
I have paid my broker since the account 
was opened, less adjustments on account 
of withdrawals of cash or stock or bonds 
paid for and acquired. The difference 
between this amount and the cash value of 
my account with the broker represents the 








EXHIBIT No. 2 
SUMMARIZED STATEMENT OF 
MONTHLY EXPENSES, 

Month of 


Item 
Rent 
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Telephone 
Laundry and cleaning 
Income tax (%4 payment) 
Rental safety deposit box 
Clothing and shoes 
Cleanipg and pressing 
Newspapers and periodicals 
Amusements, carfare and cigars... 
Church and charities 
Doctor, dentist, medicines, eto.... 

neous expenses 
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profit or’loss on my current transactions 
at any time. 


The Practice 


Until I adopted this method my sav- 
ing was haphazard and I had no definite 
way of knowing how much I was actually 
saving each month or how my savings 
compared with previous months. I did 
not know exactly what my total assets 
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were, nor my total liabilities, except in a 
rough way. 

By this method I know exactly how I 
stand all the time. I can see what my 
total liabilities are, staring me in the face, 
which is one of the best incentives I 
know of to try and reduce them. I can 








EXHIBIT No. 3 
INCOME ACCOUNT. 
Month of 
Item 


Dividends, building and loan 


+ al credit profit and . 
loss 




















see how my quick, or liquid, assets com- 
pare with what I have called “fixed” as- 
sets, which always furnishes ‘an incentive 
to increase the “quick assets.” 

By comparative tabulations I know how 
each month’s expenditures and_ savings 
compare with those of the same month in 
the previous year and how my total in- 
come compares and the proportion earned 
from salary and the unearned portion 
from investments. 

Anyone who has taken the trouble to 
read this far may have concluded that 
the system is probably all right but it is 
too cumbersome and would take en- 
tirely too much time. This is an en- 








EXHIBIT No. 4 
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Furniture, 
Cash Value Insurance 


5338: 


Liabilities— 
Borrowed at Bank... 
Due on Income Tax. 
Miscellaneous Bills . 


Profit & Loss Surplus 
$9,695.00 $9,695.00 




















tirely erroneous impression. I doubt 
that I spend more than two or three 
hours a month making the entries. The 
cash expenditures are entered at the 
end of each day and no attempt is made 
to keep them exact to the cent—if they 
balance within a dollar or two that is 
certainly close enough. 

I find this method furnishes a strong 
incentive—the strongest one 1 ever had— 
to reach financial independence. And 
withal it is intensely interesting. Inci- 
dentally, it furnishes an excellent record 
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of one’s investments and would certainly 
be of great value in quickly settling one’s 
estate in case of death, aside from its 
many practical present advantages. It 
also aids one in interpreting financial 
statements issued from time to time by 
the companies in whose stocks:or bonds 


one may be investing, and is of assistance 
in the compilation of one’s income tax 
returns. 

The system has meant so much to me 
that I am passing it on in the hope that 
others may be able to adopt it to ad- 
vantage. 





How Much Insurance? 


Magazine Reader Questions King’s Insurance Allotment for 
$5,000 Man. 


Under date of June 7, Mr. Frank J. 
McGrath, general agent of the Massachu- 
setts Life Insurance Co., at Rochester, 
N. Y., writes the following: 


Editor, Tut MAGAZINE or WALL STREET 


Sir: As a reader I am taking ad- 
vantage of your invitation to com- 
ment on Mr. E. D. King’s article in 
your issue of May 14. I think some 
of Mr. King’s conclusions are wrong, 
and I should like to point out what 
I consider his errors. Mr. King 
makes his “hero” thirty years of age, 
with a wife and one child. As the 
hero’s responsibilities do not increase, 
we may assume he is an advocate 
of race suicide—a rather unpleasant 
conclusion. The average married man 
of thirty with an income of $5,000 
per annum will usually have one or 
more children, or wish for more. And 
let us hope that his wish may be 
realized, for, paradoxical as it may 
seem, several children are about ~ as 
easy to maintain as one, especially 
during their earlier years. Couples 
with children need less entertainment, 
thus making it possible to reduce your 
author’s allowance for amusement. 

It is, however, with the allotment 
for life insurance that I am in pro- 
nounced disagreement. Here is a 
man with the care of a wife and 
young child who subjects them to the 
risk of being left with less than his 
salary for a year. The high cost of 
dying is just as real as the high cost 
of living, and the most that can be 
hoped for from a $5,000 policy after 
expenses of last illness and burial is 
$4,000. This would, with good man- 
agement, last the widow about three 
years. Of course, she might remarry 
or go to work, but such a course 
is not necessary for the widow of a 
man with a surplus of $1,600 per an- 
num. 

If “our hero” could be depended 
upon never to miss a step in his 
march to wealth, death being his only 
enemy, I would give him $18,000 of 
Twenty Year Term life insurance. 
This would insure his widow an in- 
come of $100 per month for life, 240 
months guaranteed in any event, and 
the premium would be about $210 per 
annum, or about the sum your author 
allots. Of course, this policy would 
expire at the end of its 20 year term, 
but why worry if “our hero” has 


made good and has $32,000 saved with 
an income therefrom of $3,582.95? 

Of course, dear Editor, it is highly 
improbable that “our hero” or any 
other man is going to make good on 
any such program, and the evil of the 
article is the conclusion of a man 
whose appearance in your columns 
stamps him as an authority that $5,000 
life insurance is sufficient. If Mr. 
King owned a building that brought 
him an income of, say $3,000 per an- 
num, it would have to be worth more 
than $20,000, and he would not feel 
at ease with only $5,000 fire insur- 
ance. Why subject our hero’s widow 
and child to this risk? 

Let our hero buy $18,000 of Or- 
dinary Life for a premium of about 
$300 per annum, and have the balance. 
With the peace of mind that will come 
from the knowledge that his loved 
ones are safe, he will be more cau- 
tious and conservative in his invest- 
ments and have a better chance of 
“making the grade.”—Very truly yours, 

Frank J. McGrata. 


We referred the above letter to Mr. 
King, who replies as follows: 


With regard to the economic bur- 
den of raising children, if in the 
writer of the above “several 
children are about as easy to main- 
tain as one” then, it would have made 
no apparent difference if I had blessed 
my “hero” with one or several chil- 
dren. Personally, I have my doubts 
whether it is’ true that the raising of 
two or three children involves the 
same amount of expenditure as in the 
raising of a single child. The arith- 
metic of the question is simple. We 
all know that it costs twice as much 
to buy two pairs of shoes as it costs 
to buy one pair. 

As for the amount to be set aside 
annually for insurance purpose, the 
writer of the above letter stands on 
somewhat surer footing, but I think 
it is to be seriously considered 
whether he is not advising our “hero” 
to set aside more for insurance than 
he can:afford. Not that insurance is 
not a fine thing, but it is possible for 
a man to have too much of it in pro- 
portion to his earning power. At any 
rate, I included this item only as a 
part of a general investment scheme 
which would have been un 
had a much higher figure than $5,000 
been chosen.—E, D. Kine. 


says, 
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Petroleum 


Why Oil Prices Stay 


T the date of writing no further re- 
ductions in the quotations for crude 
oil had been announced, but there seemed 
to be a subdued feeling that another re- 
duction might be made if production does 
not decline noticeably. June field reports 
indicated that cessation of drilling in many 
districts throughout the United States had 
resulted in only a negligible shrinkage in 
production totals for the month and that 
it might take several months for the ex- 
pected shrinkage to show in pipe line runs. 
Official figures for May covering all fields 
showed the greatest 30-day production 
ever reported in the United States. These 
figures somewhat discount the newspaper 
accounts of widespread stoppage of drill- 
ing, leaving the situation rather doubtful 
as to continued quotations at present levels 
and indicating that storage facilities had 
about been filled. 

There is always considerable exaggera- 
tion of statement, pro and con, in de- 
scribing oil field conditions, local pride 
and reportorial energy outstripping cold 
facts. It is even intimated that some in- 
terests incline to exaggerate new produc- 
tion to the end that prices for the raw 
product may be reduced. Be this as it 
may, there does appear to be room to 
doubt the continued increase and holding 
of new production when so many drilling 
rigs have been laid off in many fields, On 
the other hand, some of the strong com- 
panies do continue rather active in rich 
new pools while cautioning small com- 
petitors to shut down. Practically every 
other important industry has reduced new 
production to the minimum until stored 
supplies have been either wholly or par- 
tially distributed to consumers. Knowing 
now surely that consumption of petroleum 
has shrunk, oil producers who continue to 
complete many big wells and steadily add 
to visible supply above ground are not 
being greeted sympathetically when they 
ask the public to have pity. For a full 
twelve months oil producers have con- 
tinued to produce in increasing volume 
after consumption had clearly declined so 
noticeably below production that further 
effort is, to say the least, very foolish and 
calls for no commercial sympathy. 

The hard-pressed claim that importation 
of Mexican oil is the sole cause of failure 
to consume all crude oil produced in the 
United States is so clearly debatable that 
some oil producers and the lay public in- 


The Influences at Work 
By H. L. WOOD 


sist that importations are a negligible in- 
fluence. The whole campaign for pro- 
tective and prohibitive tariffs is tangled in 
such a web of debate and differing beliefs 
that pro-tariff arguments do not get over 
with much force, especially in the Con- 
gress, when presented by interests whose 
only discernible motive is pecuniary profit 
for a minority at the expense of an over- 
whelming majority. The tariff urge may 
be dismissed as hardly germane to the 
question of economic under-consumption. 


The Mexican Emergency 

The Mexican situation has been further 
stressed by the formal announcement by 
the Standard group and a few other heavy 
producers of crude oil in Mexico that no 
shipments of oil will be made until the 
increased export tax that became effective 
July 1 is abolished or greatly reduced. 
President Obregon holds the tax reason- 
able and that it will stand. Measured 
by ordinary trade standards the tax does 
not appear to be prohibitive, as charged 
by American producers, and President 
Obregon seems to have much the best of 
the argument. 

This diagnosis appears the more rea- 
sonable when it is known that the Eng- 
lish and Dutch interests in Mexico are op- 
erating in accordance with government 
regulations and presidential decrees and 
voice no protests. If they can operate 
successfully it is reasonable to believe that 
American operators could also do so. The 
retirement from the Mexican oil trade of 
all their tank steamers by a small coterie 
of American producers and exporters, the 
laying off of drilling crews and the suspen- 
sion of productive development as a pro- 
test against the export tax looks rather 
gauzy. The consumption of Mexican 
petroleum quite naturally has declined 
somewhat and Mexican producers must 
bow to the inevitable just as American 
producers must submit to the inevitable. 

Trying to beat the inevitable, it seems 
to me, has quite a lot to do with what ails 
the world just now. Everybody who has 
trouble getting away from the inevitable 
has acquired the habit of asking the gov- 
ernment to organize a financing corpora- 
tion and furnish enough money to keep 
the business going until the neighbors 
come around with money to pay out every- 
thing. Thereupon the government will cut 
no more ice in their schemes; they will 
have cleaned up, got on their feet and 
the going will be good enough for any one. 
The government has been very accom- 
modating in most instances, but—outside 
of the 35 cents a barrel tariff the Fordney 


bill lays against imported oil—the oil in- 
dustry is still on the outside looking in, 
and the tax assessor is busy trying to find 
how much the oil business failed to list 
*way back in 1913. The oil business is 
reasonably productive of profits and tax 
men find it easy picking. 

When private capital reaches a state 
of mind where it is willing to stand 
for its own gambles without chasing 
down to Washington and asking for 
loans to protect war profits the hard 
times will be over. When the petroleum 
industry reaches a state of mind where 
it will be willing to cut loose from 
Standard Oil and attend to its own 
business, seven-year-locust depressions 
will have become a memory. 


Some Comparisons 

During the first six months of 1921, 
13,000 wells were completed in the United 
States and the new production was ap- 
proximately 1,500,000 barrels. During the 
first six months of 1920, 16,000 wells were 
completed and the new production was 
approximately 1,900,000 barrels. In May, 
1921, the production approximated 42,- 
000,000 barrels, a record production since 
petroleum became a commercial product in 
1859. On January 1, 1921, crude oil sold 
for $3.50 a barrel in Mid-Continent ter- 
ritory and $6.10 a barrel in Pennsylvania 
grade territory—the highest prices ever 
quoted. In June last, Pennsylvania grade 
had declined to $2.25 a barrel and Mid- 
Continent crude was selling for $1. Com- 
paring these figures it is evident that oil 
operators give little attention to the sta- 
tistics of their own business. With a flat 
reduction in price of approximately 70% 
in ninety days, production increased and 
broke the records of sixty years. Had 
the price been maintained at the maximum 
on January 1 this year, 1921 would have 
eclipsed 1920 in production, and 1920 
eclipsed all former yearly production rec- 
ords by 25,000,000 barrels. It is probable 
now that 1920 will stand for some time as 
the greatest year. The world is not using 
as much refined oil as formerly, therefore 
increased production leaves a surplus that 
is not marketable except at a price that 
appeals to any interest that has sufficient 
capital to buy at its own price and hold 
until it can be manufactured into products 
that may be sold at its own price. That 
is a simple commercial proposition that 
should be plain to every one engaged in 
the oil business. 


Stock Market Flurries 
June was a month of considerable fluc- 
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tuations in the New York stock market, 
and Mexican Petroleum and South Ameri- 
can shares were forced to new low levels. 
Foolish rumors, some of them coming 
from the seat of government at Washing- 
ton, permitted manipulators to play wide 
margins. Intrinsic values were forgotten 
while the gamblers played all breaks 
freely. Over-production at home and tariff 
agitation for imports are depressing, and 
there is nothing that can be said to pre- 
vent fluctuations caused by speculators. 
Until consumption overtakes production 
the petroleum industry will be in an un- 
settled position; and nobody but the group 
of operators who make the prices for 
crude oil and its refined products can 
prophesy with any assurance. 

It is easy to compile percentages, be- 
ginning with any year, any period, any 
condition, any combination of circum- 
stances; but if the world is not in humor 
to buy and consume, percentages are 
meaningless. Before automobiles were in- 
vented gasoline was used principally for 
pressing clothes and cleaning straw hats. 
Percentage of consumption of gasoline in 
1895, before automobiles were used, is 
of no value now. The fact that more 
gasoline is produced than all the automo- 
biles of the world can burn up at any 
price is all that counts just now, regard- 
less of the enormous percentage of in- 
crease in the number of automobiles in 
the United States during the last six 
years. It must be remembered that few 


automobiles, trucks and internal combus- 
tion engines are used outside of the United 
States, and that in the United States the 
per diem mileage of automobiles, trucks 


and internal combustion engines is not as 
great per capita or per motor as it was 
prior to July, 1920. Persons with pen- 
cils and pieces of paper may perpetrate 
percentages and work overtime, but in the 
final analysis the motors burn the gasoline. 
Where Optimism Flourishes 

Leaving Wall Street on the Broadway 
Special at 2:55 p. m. normal time one 
may be in Fort Worth, Texas, at 2:20 
p. m. forty-eight hours later. The Wall 
Street barometer shows depressed tem- 
perature; the Fort Worth barometer 
shows temperature tempered with pleasant 
breezes, There isn’t much difference, 
really, but one feels better, somehow. Out- 
side of certain evidences of gold, silver 
and currency held in large volume by 
banks Wall Street seems to lack tangible 
resources. Crossing the states between 
Hudson river and the Rio Grande river 
one sees miles after miles of wheat, oats, 
corn, thousands of cattle, hogs and other 
animals, that represent a food supply be- 
yond the needs of all the people of the 
United States. Many oil fields flit by 
car windows, millions of tons of coal ap- 
pear. In close personal contact with all 
these tangible evidences of life’s neces- 
sities and the crude beginnings of luxuries, 
people of the Middle West, the West and 
the Southwest absorb something of the 
primary elements of comfort and wealth, 
along with the wide reaches and unre- 
stricted atmosphere, and certainly appear 
more at ease than the congested millions 
—persons and bookkeepers’ dollars—on 
Manhattan Island. As bad as times may 
be, people beyond the sound of the ticker 
certainly exude more optimism than do 
those persons who start and stop work 
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when the ticker starts and stops. Whim- 
sical, you say? Perhaps; but what is 
the ticker? 

I am merely making a typewriter record 
impressions as the train crashes through 
the heated atmosphere—hot air? Yes and 
no. What one sees is a real impression; 
what one hears may be anythifg or noth- 
ing. I verily believe that if the manipu- 
lators of evidences of dollar wealth 
would travel in the states from whence 
come the necessities of life as fre- 
quently as they travel the concreted 


automobile roads leading to week-ends, 
and be humanly impressed, many of the 
imaginary troubles that bother Wall 
Street would never be known. The 
fellow whose nostrils are full of the 
scent of corn in tassle is more of an 
optimist than that fellow who grows 
pale smelling a package of paper 
money; the yellow of a field of ripe 
wheat is more soothing to blood pres- 
sure than the yellow of European gold. 
The farther one goes from WaAll Street 
the less pessimism one pays excess on. 





AGWIS New 


The first unit of the topping plant for 
the Atlantic Gulf Oil Corporation in 
Mexico was started on April 15, 1921, by 
the manager of the refining department of 
the corporation, Dr. E. R. Lederer, who 
designed it and had personal charge of 
construction work from October, 1920, 
until completion. The initial unit of four 
stills has a run-through capacity of 12,000 


Topping Plant 


two 37,500-barrel and smaller steel tanks 
are used for gasoline and distillates. A 
modernly equipped boiler-house provides 
steam for refining, heating of heavy oils, 
fire protection and for the operation of 
two turbo generators. 

The “AGWI” has two complete berths 
at Tecomate, each consisting of two 10- 
inch lines for crude and fuel oil and one 














AGWI Plant—Front View Battery Pipe Stills 


to 14,000 barrels daily of Mexican crude 
coming from the company’s own wells in 
the Naranjos-Amatlan-Zacamixtle district. 
The plant is laid out for an ultimate 
charging capacity of 30,000 barrels daily, 
divided into smaller units of 5,000 barrels, 
that can be added quickly, as all the ma- 
terial is assembled at the site. 

In co-operation with the engineers of 
the Power Specialty Co., Dr. Lederer de- 
signed a special type of still for the sim- 
plest and most efficient method of refining 
Mexican crude oil, the ordinary pipe still 
commonly used in skimming or topping 
plants having been relegated for the well- 
known Foster superheater, economy and 
efficiency thereby being assured. 
installation of separators and dephlegma- 
tor towers gasoline and kerosene distillates 
can be separated and a good yield of high- 
grade 58-60 degree, Baumé, gasoline man- 
ufactured; the remaining residuum com- 
plies with the U. S. Navy specifications 
for bunker oil “C.” 

Two 10-inch pipe lines bring the crude 
from the company’s wells in the Amatlan- 
Zacamixtle district, about twenty miles 
west of Tecomate, the plant site near Port 
Lobos on the Gulf of Mexico. Fourteen 
55,000-barrel steel tanks at Tecomate pro- 
vide storage for crude and fuel oil and 
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8-inch line for distillate and bunker oil. 
The loading capacity of the pump-station 
and the two berths is 100,000 to 120,000 
barrels in 24 hours. In the oil fields two 
pump-stations move company crude oil to 
the Tecomate terminals—three 10-inch 
lines having. a daily capacity of more 
than 100,000 barrels. 

The “AGWI” company is pumping 40,- 
000 barrels a day from wells on its 
Amatlan-Los Naranjos leases, these wells 
holding up beyond expectations. On lot 
176 the company recently completed a 
well that had an initial production of 50,- 
000 barrels and on lot 162 a 60,000-barrel 
well, thus holding its daily production well 
above 100,000 barrels. Other wells are 
drilling that will add to the total when 
they are completed, the company owning 
about 4,500 acres in what is known as the 
proven area in the Tuxpam district. 
“AGWI” ranks third in production vol- 
ume in Mexico and only two interests op- 
erating in Mexico are better entrenched 
with acreage, equipment, production and 
potential possibilities. Properly managed 
by experienced oil operators—and- sev- 
eral members of the Atlantic Gulf Oil 
Corporation are experienced operators— 
there is no reason to doubt the success of 
the oil department of the corporation. 
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Interborough Rapid Transit Co. 





What About Interborough? 


Will the Notes Due September Next Be Met? 


HOSE who have followed the de- 
velopment of the Rapid Transit 
Systems of New York City will recall 
that the final stages in the construction of 
the large additions which have been 


made, occurred during the last several 
years of during a perior of enormously 


high construction costs. 

In the case of the Interborough, the 
first cost of extensions and additions 
ran considerably higher than was origi- 
nally estimated. It was necessary to 
finance this construction during a 
period of high money rates and conse- 
quently it was impossible to use the 
same method of financing as had been 
used on previous occasions, namely, 
5% bonds. Instead, the Interborough 
had to adopt the plan of issuing 7% 
three-year notes which were secured 
by one and one-half times their par 
value in company bonds. At the time 
these notes were issued -it was, of 
course, believed that it would be en- 
tirely possible to pay off or refund 
them upon their maturity; but since 
that time operating expenses have risen 
enormously and Interborough, instead 
of showing profits from its operations, 
has reported large deficits. Poor oper- 
ating results obtained have left the 
company very hard pressed for cash; 
in fact, they have even brought it to the 
verge of receivership. Naturally a 
great depression has occurred in its 
several issues of securities. 


Who Owns Interborough? 


It will be remembered that the stock 
of the Interborough Rapid Transit 
Company is owned by the Interborough 
Consolidated Corporation and _ is 
pledged under the latter company’s 
issue of bonds known as the Interbor- 
ough Metropolitan 414s. This issue is 
in default because of a cessation of In- 
terborough Rapid Transit dividends, 
which formerly constituted the Consol- 
idated Corporation’s only source of rev- 
enue. Apparently, therefore, the. pro- 
prietorship in the Interborough Rapid 
Transit Company is practically in the 
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By PALMER CLINGMAN 


hands of holders of the Interborough 
Metropolitan 414s, assuming that the 
Interborough Rapid Transit Company 
is able to remain solvent. 

The 7% notes referred to above ma- 
ture on the first of next September. 
Strange as it may seem, the company’s 
own advertising methods have prob- 
ably precluded the posibility of these 
notes being refunded through the mar- 
keting of a new issue. The explana- 
tion, as the writer sees it, is as follows: 

Practically all through 1920, and well 
into 1921, when sentiment on New 
York tractions was at fever heat, the 
Interborough conducted an extensive 
advertising campaign in the form of 
large paper posters pasted against its 
car windows. In this advertising, the 
company laid great stress on its ad- 
vancing costs, its inability to finance 
new construction, and its very poor 
operating results. Assumedly, this ad- 
vertising was to shape sentiment in 
favor of constructive traction legisla- 
tion at Albany. 

A constructive step was taken, to be 
sure; Governor Miller, of New York 
State, did appoint a Transit Commis- 
sion, with full powers to regulate rates 
and whose duty it was to remedy the 
city’s traction troubles so far as pos- 
sible. However—and for what may be 
obvious reasons—no positive action has 
since been taken by this commission, 
and it seems unlikely that any such 
action will be taken before the muni- 
cipal election next fall. 

Therefore, the net result of the com- 
pany’s advertising campaign has been 

-to bring about the formation of a com- 
mission which either will not or can- 
not do anything; and, at the same time, 
to convince the larger section of New 
York’s traveling public that the com- 
pany is practically bankrupt. It is the 
latter conviction, in the writer’s mind, 
which would preclude any public financ- 
ing by Interborough at least before its 
September notes fall due. 

There is still hope of the company’s 
being able to either extend or refund 
these notes, though. To fail to do so 
would result in receivership; and there 
is too much at stake for this eventu- 


ality to be permitted to occur without 
every step being taken to guard against 
it. Powerful interests are at least sym- 
pathetic, and may find a solution. 


How the Manhattan Elevated Is Con- 


cerned 


The Interborough System comprises 
subway lines operated under contract 
with the city of New York and ele- 
vated lines leased for 999 years from 
the Manhattan Railway Company, to- 
gether with certain extensions. At 
present, the identity of the Manhattan 
Railway as an operating organization 
no longer appears. The Interborough 
has designated, however, what is known 
as its Manhattan Division and which 
includes, in addition to the original 
Manhattan Railway, certain tracks 
comprising extensions operated under 
what is known as the “Manhattan Cer- 
tificate.” These latter lines are jointly 
operated by both elevated and subway 
trains and have their operating costs 
pro-rated according to the car miles of 
each system and their interest charges 
apportioned according to the source of 
capital funds spent on the construction 
of the several sections operated jointly. 

For the first nine months of the 
fiscal year 1921, the Manhattan division 
reported a net corporate deficit of $4,- 
359,281, while the Subway division re- 
ported a corporate surplus of $799,140. 
For the entire year ended June 30, 1920, 
the Manhattan division showed a cor- 
porate deficit of $4,866,789 and the sub- 
way division a corporate income of 
$2,630,950. 

Of the Manhattan deficit ($4,866,789) 
a certain amount ($2,539,552, or about 
50%) resulted from the payment of 
interest on the funded improvements 
which the Interborough has made on 
the Manhattan property. The improve- 
ments consisted of additional third 
tracks on the Second, Third and Ninth 
Avenue elevated lines; an extension 
from the former 155th street terminal 
of the Ninth Avenue Line to Jerome 
avenue at 172nd street; a branch ex- 
tension from the Second and Third 
Avenue Line at 149th street; an exten- 
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sion to the Second Avenue Line operat- 
ing across the Queensboro bridge; and, 
finally, certain improvements to the 
Manhattan power station. The im- 
provements which the Interborough 
has made in the Manhattan property 
have cost over $40,000,000, of which 
the sum of approximately $30,000,000 
represents additional third tracking and 
improvements to the Manhattan Com- 
pany power station. The remainder 
($10,000,000) is represented by exten- 
sions to the original mileage. 


Could Elevated Be Returned? 


From the above figures, it is appar- 
ent that, if the Subway system were 
relieved of the burden of the Elevated 
lines and operated independently, the 
system would be self-supporting. For 
this segregation to be accomplished, 
the assumption is that Interborough 
would first have to go into the hands 
of a receiver; then the Manhattan 
lease might be cancelled. Assuming that 
these events took place, which may or 
may not be a bit hasty, the writer 
would see Manhattan Railway con- 
fronted with one of three situations: 


1. It might endeavor to operate its 
system as originally constituted, that is, 
without the additional third tracks and 
extensions (assuming the Transit Com- 
mission would permit such vital trans- 
portation facilities as the new third 
tracking to remain idle). 

2. The Manhattan Railway might at- 
tempt to operate the additional third 
tracking constructed by the Inter- 
borough. 

3. It might operate the entire Ele- 
vated system, comprising the whole 
Manhattan Railway property, the third 
tracking and the extensions granted 
under the Manhattan Certificate (not 
including such lines as at present are 
operated jointly by the Manhattan and 
Subway divisions). 

If the Manhattan Railway chose to 
accept the first alternative, it is ques- 
tionable whether the company would 
be able to obtain anything like its 
present patronage in view of its inabil- 
ity to give “express” service. Its traffic, 
therefore, would probably be reduced 
to approximately what it was before 
the express tracks were placed in serv- 
ice. In figures, instead of showing a 
* gross revenue from transportation of 
$18,469,433, as was indicated in 1920, 
the company’s gross revenue would be 
in the neighborhood of $15,500,000 (the 
average prior to third tracking). This 
reduction of $3,000,000 in gross, if we 
use the operating ratio for the Elevated 
lines of 1920, would mean a falling off 
in net of only $1,000,000. The saving 
resulting from not having to meet the 
interest charges on the improvements 
would be, as stated before, $2,539,552, 
or a net saving by non-operation of 
improvements of $1,539,552. Also, by 
applying this saving to the operating 
results of 1920, Manhattan would show 
a reduction of its deficit of from $4,- 
866,789 to $3,327,237. Nevertheless, 
this deficit, while smaller than it would 
be under Interborough operation, would 
still be far too large to encourage be- 
lief in the success of separate operation 
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of the Manhattan. And so the com- 
pany’s choice of this alternative appears 
unlikely. 

Inasmuch as the acceptance of the 
improvements which the Interborough 
has made on the Elevated property are 
apparently optional with the Manhattan 
Company, it is perhaps possible that 
the Manhattan Company might decide 
to take over the third tracking but re- 
fuse to accept the extensions. This 
would be Alternative Two, as above. 
In this case, the Manhattan Company 
would show a corporate deficit, based 
on 1920 figures, of $4,231,000, indicating 
that the dividends would not be earned 
at all on the basis of 1920 operations, 
and according to 1921 estimates, ap- 
parently even the interest charges 
would not be earned. 


What About Fares? 


It thus appears that, so far as our 
first two alternatives are concerned, the 
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Manhattan Company would not permit 
its lease with the Interborough Com- 


pany to be broken. Only the third 
alternative — operating the Elevated 
property separately, and that on a 
higher fare basis—remains to be con- 
sidered. 

The writer believes that the Elevated 
Company would have the right to in- 
crease its fare, as it has no contract 
with the city. Certainly, this is true 
of the company’s original system; the 
only question would be in regard to 
the improvements which the Interbor- 
ough has made on the property. These 
improvements were constructed under 
contract with the Public Service Com- 
mission representing the city of New 
York, and it is, of course, questionable 
whether or not the Manhattan’s rights, 
as expressed in its charter, would per- 
tain to the properties on which they 
were made. 


At any rate, let us again look ahead, 
and assume that the Manhattan Com- 
pany were permitted to increase its fare. 
Would it be willing to operate its prop- 
erty separately? Would the granting 
of an increased fare here lead com- 
peting systems—the Subway, for in- 
stance—to protest that they were op- 
erating under a confiscatory rate? 

To both questions, the writer would 
say, “No!” With the Elevated on a 
10-cent fare basis (for example) traffic 
would be diverted in great quantities to 
the 5-cent subways; and the latter, 
famous for their ability to always pack 
in one» more passenger, and relieved 
of the Manhattan Company’s fixed 
charges, would be very unlikely to pro- 
test the arrangement. 

The Manhattan Company would real- 
ize this fact. And, just as it would 
refuse to accept the first two alterna- 
tives, it would refuse to accept this 
third and last one. 

It is the writer’s conclusion, then, 
viewed from apy angle, that the situa- 
tion could not justify the Manhattan 
Company’s permitting its Interborough 
lease to be cancelled. 

The Final Question 

And so, the final question is: “Under 
existing conditions, will the Interborough 
be able to cut down costs far enough to 
pull it through?” The writer believes it 
will, eventually. 

The Interborough Company paid as 
high as $15 per ton for coal last year 
and was also forced by its employes 
to pay a higher wage scale. At present 
the Interborough is buying its supplies 
at less cost and is placing guards on 
every other car, instead of one on each 
car as formerly, and will shortly reach 
a termination of its wage contracts, 
which expire early in 1922. It thus 
appears that the operating ratio will 
gradually decrease and as traffic is 
showing a continued increase, it is not 
unlikely that even on a five-cent fare 
the Interborough will within several 
years be able to meet all of its fixed 
charges. 

To be sure, no matter how soon the 
Interborough reaches a stage when it 
can break even on all its charges, the 
Subway division will still have to help 
carry the Elevated burden; but the ten- 
dency toward lower costs is certainly 
growing more and more pronounced; 
and there is no little optimism regard- 
ing the ultimate outcome as a result. 

This, as the writer sees it, is the key- 
note of the whole situation. In his 
opinion, it will be the chief motive to 
impel sympathetic interests to shoul- 
der the Interborough burden next fall, 
to avoid a receivership at all costs. 
The deficits to arise out of current 
operations are now being met by out- 
side help; and it is more than likely 
that future deficits will be. met in the 
same way. A receivership will thus be 
avoided. 

The Interborough Rapid Transit 5s, 
in case there is no receivership, should 
gradually appreciate in value. Even in 
case of a receivership, their position 
might be improved owing to the can- 
cellation which may occur in the Man- 

(Continued on page 427) 
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Trade Tendencies 
Prospects of Leading Industries as Seen by Our Trade Observer 


As the general tendency in a given trade is but one of the many factors affecting the price of securities repreaent- 
ing that industry, the reader should not regard these trade tendencies alone as the basis for investment commitments, 
but merely as one of many factors to be considered before arriving at a conclusion. 





WHEAT 











Confusing Market Action 


HE wheat market continues to be dom- 

inated largely by news relating to crop 
developments. These are often contra- 
dictory and result in feverish market ac- 
tion. The consensus of expert opin- 
ion, however, of late, has been to the 
effect that damage reported to crops in 
the Northwest and Canada is more severe 
than realized at first and that with regard 
to the United States crop, the tentative 
report indicating a combined Spring and 
Winter crop of 809,000,000 bushels, against 
829,000,000 bushels last year, may have 
to be modified downward. 

A new feature in the situation is the 
possibility of a world drought caused by 
the excessive hot weather and abnormal 
lack of moisture. In Europe as well as 
in America, including Canada and Argen- 
tina, reports indicate the possibility of se- 
vere crop losses. 

However this may be, it is to be doubted 
that Europe and other parts of the world 
will soon be stampeded into buying in 
the United States market. Europe is 
fairly well supplied at present and holds 
contracts calling for shipment until the 
end of August. In the meantime Euro- 
pean interests will prefer to await devel- 
opments. 

It is always dangerous to predict with 
regard to the size of a new crop but it 
is obvious that if late reports concern- 
ing shrinkage of world crops are true, 
price movements will be affected to the 
degree with which the crops themselves 
are affected. It is still too early, how- 
ever, to forecast the size of the crop with 
any degree of dependable accuracy and 
for the present this question must be held 
in abeyance. In the meantime, it may be 
presumed that price fluctuations will be 
based largely on crop developments and 
other factors as they occur. 

From a strictly economic viewpoint, it 
seems doubtful, unless the world crop is 
really damaged very seriously, that prices 
can permanently maintain themselves at 
much higher levels than the present. The 
desire to sell is at least equal to the de- 
sire to buy and the reasons at least 
equally cogent. The purchasing power 
of the world is considerably reduced and 
this affects necessities equally with com- 
modities that can be dispensed with or at 


least partially dispensed with. For that 
reason—always providing the world crop 
is fairly satisfactory—the trend for wheat 
prices can still be considered, in a large 
sense, downward. 

The same applies to corn. While it is 
claimed that hot weather and unusually 
low moisture has affected this crop, it is 
to be doubted that the final results will 








THE TREND 


lower prices are now looked for prob- 
ably coming by the end of summer. 
U. S. Steel unfilled tonnage shows 
another decline. Pig iron produc- 
tiom at lowest level since 1908. 


METALS—Demand for copper still slug- 
tion. 


ee. Further decline in 

‘oreign limited. odest in- 

roads on Prices stationary. 
Ata ry] i not 


Tin and zinc dull. Lead slightly more 





WHEAT—Report of world drought. 
Prices irregularly higher. Long- 
range “2 uncertain with prices 
evel. fey im poor statistical posi- 
tion. 

SUGAR—Demoralized conditions. Cuban 
financing plans. Prices headed 
downward. tion between 
a sugars and others. Poor out- 


TEXTILES—Fairly satisfactory condi- 
especial 


in wool. Silk in 
good but cotton manvufactur- 
ing tending to slump again. 

RUBBER—Higher prices in market. In- 


tions, 


ER—Stagnant conditions. 
and skins dull. Fair rate of activity 
im shoe manufacturing. Outlook for 
the trade at large is not so good as 
was the case several months ago. 


MOTORS—Conditions st'll fair, especially 
among the low-priced car manufac- 
Soseuye. . Goma competiiocn, "Sieme 
probable in autumn. san 
SUMMARY—Conditions in the 

industrial field are still unfavorable 
although individual industries may 
have short intervening periods of 
activity. The outlook for the sum- 
mer is one of quiet in most lines 
with indications of lower prices 
all around by the beginning of 
autumn. 























be unsatisfactory inasmuch as the early 
reports had it that the crop would be 
especially large. Any loss coming from 
present weather conditions should not af- 
fect the total crop to too great an extent. 
In the meantime, corn prices remain active 
near the average level of the past few 
months. There are still large amounts 
of country-held corn and the holding in- 


. terests may be depended on to sell on the 


occasion of any vigorous rally. 





STEEL 








Stagnation Continues 


Thus far the new official prices have not 
been productive of increased activity in 
the steel trade. The striking feature is 
that even the new prices are not firm; 
consumers are again able to secure conces- 
sions from the prevailing price level just 
as they were able to secure concessions 
from the April level, when the first gen- 
eral cut in steel prices was made. With 
the steel market in its present shape, it 
is very difficult for sellers to dispose of 
their products. Consumers are still firmly 
obsessed with the notion that prices will 
go still lower, and according to present 
indications, it would not be surprising if 
their judgment were verified. 

A favorable feature is that wholesale 
trade has improved moderately. Sales in 
June have exceeded those in May by a 
comfortable margin. Stocks on hand are 
slowly decreasing. Nevertheless, except in 
lines which are actually exhausted, there 
is no replenishment, wholesale interests 
preferring to wait for still lower prices. 
A novel feature is that the mills are di- 
rectly competing with their wholesale cus- 
tomers for whatever business is being of- 
fered. 

Along with the price cuts, there have 
been many downward revisions in the 
wage schedules. Republic, Bethlehem and 
other important companies have cut wages. 
The U. S. Steel Corporation took an equiv- 
alent step when it abolished pay for over- 
time. 

The leading interest shows unfilled: or- 
ders, as of July 1, amounting to 5,100,000 
tons roundly. This represents a_ decline 
of about 7,000,000 tons since last August 
since when there has been a regular 
monthly drop in the reported unfilled ton- 
nage. The big company is operating at 
about 25% capacity against 80% at the 
beginning of the year. The independents, 
on average, are operating at about 20% 
capacity. Earnings of these companies, of 
course, are far below normal and it is 
doubtful, except possibly in the case of 
Bethlehem, that any one of these com- 
panies is not operating at a deficit before 
common dividends, where such dividends 
are being paid. The prospects for the 
next two or three months being what they 
are, it is probable that practically every 
steel company in the country, with the 
aforesaid possible exception, will show a 
heavy loss during the second and third 
quarters. 

The pig iron industry continues to labor 
under great disadvantages. There is prac- 
tically no improvement in the demand for 

(Continued on page 418) 
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Common Sense in Speculation 


Taking Advantage of the Normal Movement in Active Stocks—_ - 
No Need to Watch the Tape All Day—A Scale 


OU will hear a great many people fa- 

miliar with the market tell you that it 
is impossible to make money out of the 
day-to-day fluctuations; that it is no use 
hanging over the tape: and that the only 
people who make real money are those 
who buy or sell for the long pull and the 
full bucket. 

As a theory this is correct. In a gen- 
eral way it is partly true. As a whole 
the theory is a false one. It is about 
as true as stating, “No need to wait for 
the fish to bite: bait your line, hang it 
out, go to sleep, and haul in your fish 
when you wake up.” You might get some 
fish that way, the writer does not deny; 
but you are more likely to find hook, line 
and sinker gone and yourself stamped as 
the poor fish in place of the creature 
you tried to land. 

The next false theory is “Buy ‘em for 
cash and for keeps; and the lower they 
go, the more you buy; a good thing must 
come back eventually.” 

Will the theorist step forward and tell 
us which are the assured good things to- 
day, using his foresight and not his hind- 
sight? How would an accumulation of 
Smelters around 60 and on a scale down 
have worked out? How about the staunch 
Sears-Roebuck from above 200, and only 
last year selling at 243? Your hindsight 
tells you now that it has lost its invest- 
ment status after fifteen years of the 
highest business prestige. How about staid 
old Pullman from the 200s and 150s and 
its dividend record that goes back almost 
to the Civil War? Let us not forget old 
Harvester, Pennsylvania and Wells-Fargo. 
None of these are war-brides or mush- 
rooms of the get-rich-quick order; no one 
can contradict that they represent a di- 
versification of types and industries; yet 
all of these companies contradict 
the “buy-for-keeps-good-things-come-back 
theory.” 

There is no way of forecasting even 
now that they will not come back; but it 
is surely an uncertain situation in which 
Pennsylvania, Sears-Roebuck, Smelters, 
and American Sugar Refining stockholders 
find themselves today; and a time of 
anguish for dependents on the former div- 
idends of Harvester and Pullman! 

The writer does not wish to rub it in 
and expand on the misfortunes of the real 
investors in Brooklyn Rapid Transit, New 
Haven or St. Paul preferred. 

If all these cases do not constitute ev- 
idence sufficient to condemn the “buyer 
for keeps,” the “sleeping investor,” and 
the theorist on values, they at least should 
warn him not to be too cock-sure of his 
ground. It is, of course, understood that 
this kind of theorist is very obstinate in 
his convictions as a rule. 


The evidence is sufficient, I believe, 


to discredit any ordinary plan of start- 


Plan in Steel 


By VICTOR DE VILLIERS 


ing in to buy at a point, and buying 
more on the way down until they all 
come back. It is too dangerous, and 
nothing is sufficiently safe in the 
writer's experience to back fearlessly, 
except perhaps Steel preferred, Govern- 
ment bonds, or the first and senior 
closed mortgages of the best railroads. 


Partly True and to Minor Fluctuations 


It is true that the average man is not 
equipped mentally, physically, or temper- 
amentally to hang over the tape all day 
and exercise calm judgment. It is a very 
safe assertion—and every brokerage house 
would confirm it—that not one in 100 of 
active accounts stay “put” on their books; 
that the alleged amateur tape reader may 
have a little success for a while in scalp- 
ing fractions: but the day comes when he 
either gets over-confident or over-scared, 
and nothing but sad regrets remain. 

Of professional tape readers, a much 
better proportion manage to stay in Wall 
Street; but not five in one hundred really 
make it worth while: and not one in one 
hundred is really brilliant. Even among 
the successful ones, the real leaders use 
the tape only as a means to an end: as 
an accessory in their business: as a single 
tool of their trade. It might be their 
most formidable tool, but it is nevertheless 
only part of their equipment. Seventy- 
five per cent of their success is due to 
brains, studies, superfine judgment and 
hard work. 

These people make little or nothing out 
of the minor fluctuations. They make a 
whole lot—some of them at any rate—out 
of the 3, 5, 7 and 10-point swings. A few 
of them at least (very few it must be con- 
fessed), buy or sell for the rather longer 
pull, adding to their lines as the move- 
ment progresses, and occasionally taking 
profits to mark down the cost. When 
these special operators “close out” part 
of their holdings, it does not mean that 
their bearishness or bullishness ends, but, 
like good merchants, they believe in keep- 
ing their inventories moving, the credit 
side of their balance sheet improving, and 
themselves nct too greatly extended. 

We have received many inquiries during 
the past five years whether it would pay 
Mr. So-and-So, “a bright young man with 
a knowledge of mathematics, etc.,” to come 
to Wall Street with $1,000 and start in to 
study the tape, play the fluctuations, make 
expenses by outguessing the next man as 
to the next half-point up or down, and 
gradually imbibe knowledge. The answer 
is “Emphatically—no, sir!” Some success 
might commence to come after about five 
years of study only; and the ability to 
feed and board oneself before ten a. m. and 
after three Pp. M. aliunde. 

The theorist as to minor fluctuations 
must be conceded to be correct. It does 
not pay, and probably never will pay, to 
attempt to beat the daily swings, with the 


handicap of interest on capital, interest on 
trades, commissions, taxes, trading losses, 
accidents in executions, the “invisible 
eighth,” odd lot penalties, and the worth 
of the individual’s own time. 


Possible to Gain Without Close Watching 


If the music of a distant band be more 
enchanting, it is also true that the blare 
of a distant horn is less terrifying. The 
confusing movements of stocks, the dis- 
tracting fluctuations, the erratic swings in 
this or that stock even against the well- 
defined main trend, are all things that 
are mellowed by distance; and the things 
that confuse appear in better perspective 
when they are examined calmly a little 
after the event. A run-in of the shorts 
in Mex. Pete or Crucible or Asphalt is 
a fearsome thing to watch from the tape 
(for the short-sellers), and the average 
novice would be inclined to buy American 
Telephone or Illinois Central on the 
strength of it because, very clearly, “the 
market is going up.” Yet, examined later 
and at longer range, it might be observed 
that the rising market might have been 
a three-stock affair, and the bulk of the 
more sober stocks like Steel, Union, Ana- 
conda, or Leather actually went down. 
The experienced tape-reader watches all 
these signs at the times, and while he 
might have “gone with” the three graces 
aforesaid, that might have been about as 
far as he flirted with the fates on that 
particular day. 

However, the chances of making money 
out of the swings in the market and indi- 
vidual stocks are relatively much better 
than any attempt to gain out of the minor 
fluctuations. We know that whether the 
trend be up or down no stock moves one 
way consistently without reversing itself, 
or, as Charles Dow explains it: the trend 
of the market is like the path of a river 
or stream. From source to mouth it has 
a single main direction, but not necessarily 
in a straight line; it winds back and forth; 
but there is no mistaking its ultimate di- 
rection even though at times it winds back- 
ward and actually seems to flow in a 
direction opposite to its final destination. 
These are not Charles Dow’s exact words, 
but the writer’s rendering of his correct 
theory of trend. 

If, therefore, we correctly judge the 
broad main trend: and then go further and 
interpret the temporary swing of any indi- 
vidual stock within that trend, we would 
not mistake a temporary reversal of move- 
ment to mean that the river is now going 
to flow backward. 

Because the market, and all stocks act 
like the winding rivers, is the very reason 
why it is so profitable to have a clear 
perspective and take advantage of that 
very factor that is not obvious to every- 
one. Only the minority can be right; 
and their profit is at the expense of the 
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majority. This is quite legitimate if some- 
what in-communistic. 

It certainly does not require day to day 

“watching to see the river’s destination, and 
certainly hour to hour observation would 
not make the ordinary man a. better judge, 
because there are hundreds—in fact count- 
less—special combinations of circum- 
stance judged by the professional tape- 
reader that would either be meaningless 
to the non-professional, or they would ac- 
tually distort his normal judgment. 

The real gain is in the swings that 
occur either from week to week or month 
to month, ranging as stated anywhere from 
3 to 15 points or more. How to take ad- 
vantage of this knowledge? 

Teaching the Old Dogs New Tricks 

You cannot teach an old dog new tricks, 
and a large number of leading active 
stocks are so thoroughly lodged in the 
hands of investors, carried by brokerage 
houses, and seasoned in the market that 
they do not develop any new character- 
istics to speak of. Cases like American 
Sugar, Sears-Roebuck or Harvester losing 
their old-time steadiness and commencing 
to fluctuate violently are the exception 
rather than the rule. This is due to 
world-changed business conditions, and 
this sort of thing happens about once in 
a generation or less. The decline in U. 
S. Steel from 135 to 70 has been steady, 
regular and persistent, with excellent and 
profitable rallies all the way down. It 
would have made but little difference 
whether the speculator in swings had 
bought it on a scale down or sold it on 
a scale up—so long as he imitated the 
stock and kept moving. In other words, 
the speculator need only imitate the cor- 
ner grocer, stock up a little when things 
look cheap, take a little profit, replenish 
at original cost or lower, reduce inven- 
tory again, and avoid keéping a lot of 
stale goods on the shelf. Follow the gro- 
cer still further: keep an eye on each line 
of goods; see what demand there is for 
it, not only at your cost price, but at a 
profit. If it refuses to move at a profit, 
you have got to lower your price to keep 
pace with what the fellow across the way 
is doing. This means, no matter what you 
think of Steel, you have got to keep your 
eye and mind on the action of the other 
fellow—it’s what he thinks of it that mat- 
ters most to you in the long run. 

Some time back—to digress a little— 
this writer received a six-page screed from 
a “rooter” in Chicago whom we had ad- 
vised to sell his Swift stock, Union Car- 
bide and some other Chicago favorites at 
much higher prices. We had a similar 
experience with a wealthy Cuban investor 
holding sugar securities in the millions. 
Both complained that in advising to sell 
we had failed to observe the prevailing 
prosperity at the time. We pointed out 
in both cases that these people were too 
near the band, and that the majority of 
good people better informed than they 
did not agree, and the logical conclusion 
was to swzllow the facts—like the corner 
grocer—and sell the goods even at a loss. 

You cannot teach U. S. Steel, Reading, 
Union Pacific, or Telephone any new 
tricks, and one should not mistake the 
altered action of stocks like Sugar, Har- 
vester, or Sears as in the nature of new 
tricks. The latter are victims of unfor- 
tunate circtimstances; the former as well 
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as the majority of similar issues will go 
on, year in and year out, acting almost 
uniformly in accordance with their well 
established tradition. 

The point arrives where such stocks are 
really cheap or really dear, and at that 
time it pays to operate a modified scale 
plan—not buying for keeps, and averaging 
down the lower they go, by any means. 
The great fault of mere trying to guess 
the bottom, and then reguessing some more 
bottoms, and so on ad infinitum (Latin for 
margin man’s C. Q. D. and S. O. S.) is 
that it overlooks the simple principle of 
business precaution adopted by the corner 
grocer—namely, to keep ‘em moving and 
no stale goods. 

Buy Steel, if you wish, at 70 or 73. 
Buy it again at 67 and 62; no set figure 
is necessary so long as you buy cheap. 
Then sell or be in the market with your 
goods for sale. Put cotton wool in your 
ears if it rallies to 76 and everyone tells 
you the pool is putting it up to 80. So 
much the better for you, because if you 
act wisely you will have so much more 
to sell that dear old pool at 75, 78 and 
81; but I feel’ morally sure that at that 
stage you would be more inclined to listen 
to the good news about Steel at 80 than 
Steel at 70 in spite of the fact that you 
wish t6 buy at 67. The difficulty of fol- 
lowing a plan of this kind can be attributed 
to our human makeup that prefers to hope 
rather than to fear. Man, descended they 
say from monkeys, has the tree-climbing 
habit more naturally implanted than the 
instinct to duck and dive.. We prefer to 
look and climb up, to construct, and hope 
for higher prices rather than lower ones. 
Consequently, it goes against the grain to 
disbelieve a perfectly good tip, when Steel 
rallies to 76, that it is going to 80. We 
wish to climb the tree towards 80 rather 
than dive for 67. 

The writer owes the reader an apology 
for this attempt to explain public psychol- 
ogy towards the market by science, but 
experiences in trading and observation of 
the actions of those like himself leads him 
to believe that our natural limitations as 
human beings is the cause of our difficulty 
to “beat the game” which is nothing more 
than forestalling all the rest. 

It compels a man to. be a trifle like a 
superman to do better or different, and 
a sensible scale plan, taking profits as 
they go up, replacing as they go down, 
and disregarding everything that thousands 
of others are saying, takes determinations, 
courage and persistence that is not or- 
dinary. 

If you buy 100 Steel at the market to- 
day, and say ten more every three points 
down, you need only fix a limit where 
your buying will cease in accordance with 
your own financial condition. If you were 
to stop theoretically at 50, and the stock 
then has a gradual 20 point rise, it will 
not accomplish this rise without many 
intermediate twists and turns that will be 
profitable to you—you cannot teach old 
Steel many new tricks. If, on the other 
hand, you should buy at the right time, 
then it would be pleasant indeed to have 
nothing but profits in selling ten shares 
every two or three points up as far as it 
chooses to go. If you select three points 
a8’ your objective, then it must rise to 100 
almost without a break to let you out en- 
tirely. Past performances disprove such 


a possibility, although the miracle might 
happen. 

Figuring that between 60 and 70, Steel 
is a great bargain (this scale plan ignores 
a few points and disregards fractions), 
while it may never go as low as in a 
decade, nor as high as 100 in a year or 
more, there is little likelihood of disaster 
to the scale operator who is sufficiently 
persistent to keep on taking profits on 
the bulges and repurchasing on the de- 
clines. 

The same operation would probably be 
true of Union Pacific with little chance 
of real danger, Reading would give many 
opportunities at a slightly increased risk, 
Southern Pacific would surely give many 
excellent trading opportunities; and if 
the scale did not work out on schedule 
owing to continued bad and even worse 
conditions in the next few months, the 
operator should remember that he is not 
in the game merely to win. 

Steel moves within a range of three to 
seven points many times annually. Union 
Pacific has its 10 point swings; Reading 
anywhere from 10 to 25; Baldwin from 25 
to 50. The wider the swings, the broader 
the scale should be. If the swings are 
narrow the profits should be limited. While 
a clear two-point profit would give plenty 
of action in U. S. Steel, the writer be- 
lieves that nothing but a three to five 
point scale should be attempted in the 
leaders, because the gross profits will be 
materially cut down by expenses and ac- 
cidents. 

Has the method been tried out prac- 
tically and what has been the result? 

It has been tried out by this writer on 
three different occasions through three 
different years and varying kinds of mar- 
kets. In all cases, every trade showed a 
profit. 


Zones of Relative Safety 


There are very few serious objections 
to the scale plan outside of the limita- 
tions of the operator himself. The num- 
ber of lots held at any one time should, 


of course, be limited. The writer has 


chosen five lots as a good maximum, which 
would allow for a 15-point decline or ad- 
vance in a stock like U. S. Steel using 
a 3-point scale. In a stock like Baldwin, 
the operator would use a wider scale—but 
it should not be too wide, for that would 
be expecting too much: in this case, my 
records show that a 5-point scale and 
a maximum of 5 to 7 lots would allow 
a swing of between 25 points to 35 
points up or down. There are lower 
priced issues that seem to give less ac- 
tion at times, on the order of Smelters 
or Anaconda, but this writer strongly 
favors them because of their great in- 
trinsic worth and thorough seasoning, not 
only in the market but in their industries. 
It is inconceivable that business conditions 
could become so bad that copper, silver, 
and their other products should become a 
drug on the market: -and the possibility 
of foreign competition, substitute inven- 
tions, or serious financial straits is almost 
nil. 

The very best rails like Union Pacific, 
Southern Pacific and Canadian Pacific are 
excellent media for the plan, and remark- 
ably good results follow by operating in 
the seasoned medium-priced issues like 
Rock Island or Missouri Pacific. 
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Heaviness to Be Banished from 
Our Midst 


Easterners are growing accustomed 
to seeing many good things come out 
of the west. Young Lochinvar, Mack 
Sennett’s bathing girls, Hiram John- 
son, prunes and sunsets are all asso- 
ciated in our minds as strictly western 
products. 

And now the Seattle Star introduces 
us to Professor Edgar L. Hollingshead, 
the discoverer of the odic-activity ray 
which will banish heaviness from our 
midst and cause the laws of gravity to 


seek a seclusion as private as_ that 
found by our own Colonel House. 
One flirtatious glance at this ray 


makes metals so light that steel ships 
become as bubbles, and the weightiest 
speeches of some of our leaden-headed 
Congressmen as zephyr-like as the 
calling of a molecule to its mate. Vol- 
stead will cease to be anathema to 
nine-tenths of our citizens. Who will 
crave a cocktail when one may become 
as slight-headed as any reformer ever 
dared be by simply basking for a frac- 
tion of a second in the odic-activity 
ray? 

A teaspoonful of this odic stuff taken 
before meals for two days would 
change Fatty Arbuckle into a dirigible, 
and a pint bottle would cause Einstein’s 
heaviest and dullest thoughts to rise as 
the morning mist. According to the 
professor this idiotic ray has caused 
rocks to become- transparent, has 
changed water into its primary gases, 
and one application of the ray has made 
metal permanently cold—not to be 
heated ever again by the hottest of fires. 

Just think—unless it fatigues you to 
think—how this discovery of the west- 
ern professor will revolutionize Wall 
Street. 

Airships will replace steamships and 
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railroad trains. Automobiles will be- 
come the means of locomotion of only 
the aged and crippled. Railroad bonds 
will be about as valuable as a share of 
Vivaudou, and automobile stocks will 
be treasured only by the collectors of 
curios and old stamps and other old 
truck. 

Unless—never forget the unless and 
the but—unless this ray can be used 
on the bears to lighten the gloom and 
dejection which so oppress them and 
depress the market. With everybody 
gay and light-minded as they were in 
1916 and 1919, the railways might 
cease operating, weeds might cover the 
rusty rails, but the railroad stocks 
would still advance and the sound of 
laughter and the boasts of the winners 
would once more be heard in the 
Street. 

So, bring on your old ray, Professor, 
and chase Heaviness until you run him 
ragged. 

And, if your ray can chill metal the 
way you say, why not use it on a few 
of our excess-profit taxpayers, and keep 
them out of the divorce courts? 

But, please professor, don’t let your 
ructious ray take even a peek at the 
old pay envelope. 


Local News 


Personal and Impertinent 
By the Advertising Manager 


The New York hotel managers are 
asking the sympathy of the world be- 
cause of an epidemic of vacant rooms. 
This is sad news to one who too often 
has had a highly polished clerk give 
him the contemptuous eye and the in- 
solent advice to try some of the less 
popular places. Now if something dis- 
tressing will only smite the landlords 
I will begin to suspect that there is a 
trifle of balm in Gilead and that Justice 
has returned from her wanderings in 
strange places. 

. a7 * 

Several of my friends, with more 
curiosity than regard for my feelings, 
have asked me how I keep my job and 
my title. They seek to know why the 
Call needs an Advertising Manager 
when there is no advertising to man- 
age. Whose fault is that? If the ad- 
vertisers will bring around the ads. I’ll 
manage them—the ads., I mean. 

Only one or two or three things 
kept the Call from carrying an adver- 
tisement in this issue. Every day dur- 


ing the past week I called on a banker 





or a broker and meant to ask each of 
them for an ad., but we got to talking 
and I always forgot to carry out the 
good intentions. The only place where 
I didn’t forget to ask was in the United 
States Mortgage & Trust Company, 
and there I didn’t forget because Carrol 
Ragan wasn’t at his desk. 

Carrol went and played ball and 
broke a bone in his foot. He gets my 
sympathy, but just the same I can’t 
help but say that if he had stuck to 
safe and sane games such as crap and 
the eight-sided top, he would get the 
fractures in his roll instead of in his 
feet. 

* * * 

Lowell must have been calling the 
ticker in some such market as we are 
having when he cried out in disgust, 
“The time is ripe, and rotten-ripe, for 
change; then let it come.” 


A Few Questions Answered 
By the Busi Manag 

An M. D. writes from Flushing, L. L, 
to ask which I like the better, Allied 
Oil or U. S. Steamship. 

Doctor, you embarrass me. Which 
do you prefer, hanging or the electric 
chair; smallpox or yellow fever; ivy or 
sumac poisoning; canned salmon or 
bread pudding; pianolas or amateur 
tenors; political speeches or rows with 
the wife? 

Here’s one from New England that’s 
easier to answer: “My husband died 
in May and left me two thousand dol- 
lars of life insurance. Will you sug- 
gest a good investment?” 

You don’t state your age. In giving 
financial advice to the ladies one should 
always take into consideration the 
number of their youthful years and the 
degree of their pulchritude. A photo- 
graph is agreat help. If you are under 
fifty and not unpleasant to look upon 
spend the two thousand for gorgeous 
raiment, and go get yourself a big, 
strong wage-earner; if you have passed 
the first and second blushes of youth, 
and are nearing sixty, spend a few 
hundreds for silks, make a try for a 
regular wage-earner, and, if you fail, 
put the rest of your cash in Liberty 
Bonds. 

It might be well to state that I am 
always glad to answer any questions 
which the readers of the Call care to 
ask. It’s an easy way to fill space. 
And, if readers ask questions, it saves 
my improvising both questions and 
answers. 
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German 
Securities 


are selling at much de- 
preciated prices owing to 
the decline of the mark. 


The taxing power of the 
Cities and the earning 
power of the great indus- 
trial corporations, which 
stand behind these bonds, 
have not declined. 


Our Foreign Department 
knows these securities 
thoroughly, and will 
gladly supply full infér- 
mation, make recommen- 
dations, quote, buy and 
sell—for private inves- 
tors, bankers and dealers. 


Send for price list G.M.40 








Robert C. Mayer & Co. 


Investment Bankers 
Equitable Bidg. 


New York 
Tel. Rector 6770 




















Partial 
Payments 
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E shall be glad to 
co-operate with 
careful investors, 

desiring to partake of the 
benefits of our Partial 
Payment Plan for the 
purchase of securities. 


This plan is particularly 
advantageous at this time 
since it is generally con- 
ceded that price levels are 


comparatively low. 


Our Descriptive Booklet 
M. 116. Sent on Request. 




















New York Stock Exchange 


Rails: 


d. 
Atlantic Coast Line ... 
Baltimore & Ohio 
Do. Pfd. 


Do. 
Chicago . Northwestern... . 


Chicago R. I. & Pacific 


Pfd. 
Cleveland C. 
Delaware & Hudson 
Delaware Lack. 


Illinois Central 
Kansas City Southern 
Do. 


y 
Louisville & Nashville 
Minn. & St. Louis 
Mo. Kansas & Texas 


Northern Pacific ... 
Pennsylvania 

Pere Marquette 
Pitts. & W. Va 


St. Louis- San Francisco eee 


St. Louis Southwestern 
Do. Pfd. 


Pre-War War Post-War 
Period Period Period 
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1914-18 
High Low 
111% 
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Active Stocks’ Price Range 


Pre-War War Post-War We offer 
Period Period Period 
ean | 


mt iw nite fig tow xvi see || Duquesne Light Co. 


133 ri 3 35 A 742% Convertible 
i” oa er $ 7 Gold Debenture Bonds 


67 

109% 141% 

i boxe due July Ist, 1936 

ies x 435, : 

54% at 9816 and interest 

*166 

150% 

50% 

Do. . 118% The : 

‘ properties operated by 

nae = —> % this company serve a popula- 

Gube Sane ager 58 $3 one” , o tion of over 1,100,000, located 

in the heart of the Pittsburgh 

701 District, one of the greatest 

G ml Asphal 42 15 sox 32% ; ‘a industrial centers in_ this 
e 4 ’ 
Gen’l Electric .... ons 187% country. 


yielding over 7.65% 


Franchises of the company 
are practically perpetual; the 
demand for its product is con- 
stantly increasing. These Deb- 
entures are a direct obligation 
and are prior to $5,763,300, 7% 
preferred stock and $18,226,000 
common stock paying 8% 
Houston Oil annually. 
Hupp Motors 
Inspiration 2 oe 
“— Pra. 3 27% 3 , 42 Descriptive circular on request. 
Inter, Nickel : 

Inter. Paper 


Bie ow Sg || Theodore L. Bronson & Co. 
. Pid, 72 % : Members, New York Stock Exchange 
120 Broadway New York 


Telephone 7580 Rector 
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Selected 
Stocks 


The stock market now undoubt- 
edly presents many unusual 
investment opportunities. 

We have just issued a Special 
Letter reviewing the situation. 
In this letter 22 carefully se 
lected stocks are presented for 
the consideration of anyone in- 
terested. Mailed upon request. 


E.W. Wagner & Co. 


ESTABLISHED 1887 


1 
2 
2 
6 
5 
2 
5 
1 
6 
6 
8 





oO att: 
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Members 
HREW YORK STOCK EXCHANGE 
NEW YORK COTTON EXCHANGE 
CHICAGO STOOK EXCHANGE 
CHICAGO BOARD OF TRARE 
33 New St., New York 
208 South La Salle St., Chicago 
Lecal Branches 
17 RAST 42ND ST. 
26 COURT ST., BROOKLYN 
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56 
24% 


Wilson & Co. ss 2 84% 
Woolworth 76% 151 

*Old stock. {Bid Price—No sales on this date. 
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An INVESTMENT in 
the SECURITIES of 
these Well Known 
COMPANIES 


will enable you to ‘share 
in their profits 

American Box Board Co. 
American Light. & Traction 
Bower Roller Bearing Co. 
Briscoe Motor Corporation 
Bryant Paper Co. 

Burroughs Adding Machine Co. 
Chevrolet Motor Co. 

Columbia Motors Co. 
Continental Motors Corp. 
Detroit & Cleve. Navigation Co. 
Detroit Gear & Machine Co. 
Detroit Graphite Co. 

Detroit Pressed Steel Co. 

Detroit Seamless Steel Tubes Co. 
Detroit Valve & Fittings Co. 
Dow Chemical Co. 

Edmunds & Jones Mfg. Co. 
Fisher Body Corp. 

Ford Motor Co. of Canada, Ltd. 
Godchaux Sugar Inc. 

Goodyear Tire & Rubber Co. 
Grasselli Chemical Co. of Mich. 
Hoover Steel Ball Co. 

Hudson Motor Car Co. 

Kresge Stores Corp. 

McCord Manufacturing Co. 
McCrory Stores Corp. 

Michigan Portland Cement Co. 
Motor Products Corp. 

National Grocer Co. 

Packard Motor Car Co. 

Paige Detroit Motor Car Co. 
Parke Davis & Co. 

Reo Motor Car Co. 

Republic Motor Truck Co. 

Saxon Motor Car Co. 

Timken Detroit Axle Co. 
Truscon Steel Co. 

Whitaker Paper Co. 

Wolverine Portland Cement Co. 





We are active in stocks and 
bonds having markets in the 
Middle West and can therefore 
furnish you with quotations or 
information on any of the above 
in which you may be interested. 


Tobey & Kirk 


ESTABLISHED 1873 





Members {Yew York Stock Exchange 
of Chicago Stock Exchange 
25 Broap St.,New York 

Direct Private Wire to 
Chicago Detroit 
Pittsburgh Cleveland 











(Continued from page 412) 
the ‘product. Consumption is light and 
more foundries are. going out of .oper- 
ation. Buyers are taking on pig iron only 
in the most moderate quantities and do 
not find it difficult to obtain concessions 
even at the present low prices. Stocks 
are gradually decreasing and the statistical 
position of the metal is good but this is 
of little practical effect at a time when de- 
mand is as dormant as it is now. Pro- 


OF WALL STREET'S STEEL STOCKS" AVERAGES. 


duction for June at 1,000,000 tons was the 
smallest since 1908. Prices continue weak 
and the outlook is for a lower level. 

The steel export business is in poor 
shape. Important consumers like Britain, 
Japan, Canada and others who are nor- 
mally heavy buyers of sheets and_ plates, 
have withdrawn from the market. Pig 
iron exports show a marked falling off, 
likewise structural steel, bars and rods, 
barbed wire and various other steel prod- 
ucts. Basic steel products are now mov- 
ing at a lower volume rate than in pre- 
war years. In general, it can be said 
that the steel export trade is suffering 
severely from the world-wide depression 
and competition from foreign sources. 
There appears to be little likelihood of 
early improvement in this direction. 





OIL 











Downward Trend Continues 


Conditions in the oil industry have not 
changed materially in the past week or 
two. Prices of various petroleum products 
continue to fall, although the movement 
is not so pronounced as a few weeks ago. 
There has been practically no improve- 
ment in demand except in gasoline. Pro- 
duction of crude oil shows a slight fall- 
ing off but up to the present this has not 
exerted any influence on the general sit- 
uation and probably will not until the rate 
of production has been more deeply cut 
than has been the case thus far. 

Export inquiry has improved a little but 
actual business is light. Buyers are not 
disposed to take on large quantities for 
foreign shipment believing that they will 
be able to obtain better prices later on. 

Demand for kerosene is still at a low 
point and this. market continues to show 
weakness, with prices probably at a lower 





level within a short period. Gas oil is a 
bit firmer but actual business is not of 
an important description. Some improve- 
ment is noted with regard to fuel oil, with 
the belief that prices in this market are 
near if not actually at the bottom. 

Chief interest at present centers in the 
proposed oil tariff and the Mexican sit- 
uation. It is doubtful that the tariff on 
oil will go through and the Administration 
seems to have set its face strongly against 
this course. While this, of course, helps 
the Mexican producers, it is an adverse 
development from the viewpoint of domes- 
tic producers, especially under present de- 
pressed conditions. On the other hand, 
important Atlantic seaboard refiners, using 
Mexican oil in great quantities, are the 
beneficiaries. 

Of greater importance as affecting the 
Mexican oil companies is the excessive tax 
on petroleum exports imposed by the Mex- 
ican Government. These taxes, in aggre- 
gate, are estimated to amount to about 
115%. As a result, the more important 
oil companies have ceased shipment and 
in some cases, have stopped production. 
The oil situation in Mexico today is thus 
chaotic. Thousands of oil workers in the 
Tampico district have been thrown out of 
employment and it is believed that the 
Mexican Government will require that 
these workers be indemnified for their 
loss in wages. 

Under present conditions, it is impos- 
sible for the Mexican oil companies to 
ship their product and make money. On 
the other hand, the Mexican Government 
seems determined to maintain the present 
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export tax. Thus an unfortunate situation 
has been created which, as long as it 
continues, must Conceivably have an un- 
favorable effect on the companies operating 
in Mexico. It is for that reason, prin- 
cipally, that the shares of these companies 
have recently had so extensive a decline. 
Mexico is the second largest producer 
of petroleum in the world, and the tax on 
oil exports in that country is of great 
significance to the rest of the world. The 
attached graph will show the steady in- 
crease in Mexican oil production which, 
up to the time the Mexican oil companies 
ceased operation, ran at the highest rate 
in history. Oil is the leading resource of 
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Mexico and funds to carry on the Govern- 
ment and pay interest charges on her 
external obligations must come from tax- 
ation on that ‘resource. The situation has 
an international bearing and it is a ques- 
tion whether foreign Governments whose 


nationals own Mexican Government bonds, ° 


will interpose any sincere objection to the 
export tax, considering that this will pro- 
vide the means of ultimately paying the 
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long-due Mexican debt. As for the Mex- 
ican companies, no doubt they will have to 
resign themselves to accepting the new 
condition, trying to make up for present 
losses by charging higher prices when con- 
ditions warrant such action. 





TEXTILES 











Conditions Generally Satisfactory 

As a whole, the textile industries con- 
tinue to maintain the improvement which 
set in several months ago, with cotton 
goods in a slightly less favorable position 
than the rest. Price reductions to ulti- 
mate consumers have been effective and 
the wave of home clothes-making which 
is now sweeping the country has resulted 
in heavy buying of goods and materials 
needed in domestic manufacture of dresses 
and other garments used by women. 

Owing to the irregular course of cotton 
prices, cotton goods have recently shown 
a tendency to slump both with regard to 
demand and price. Heavy cottons, used in 
manufacture of automobiles, tires and 
other like lines, are stagnant. Cotton duck 
is in an unfavorable position with prices 
definitely on the decline. On the other 
hand, there has been a very large demand 
for ginghams and other cheap goods. To 
sum up the situation in this trade, it can 
be said that some cotton goods lines are 
doing well and others are in a state of 
depression. The articles moving best are 
those intended for home consumption 
whereas those used mostly in industrial 
enterprises are moving very slowly, on 
account of the depressed condition of in- 
dustry, at large. , 

One of the outstanding features with 
regard to the cotton goods situation is 
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State of 


Sao Paulo, Brazil 
Sinking Fund 
5% Gold Loan of 1905-1944 


A direct obligation of the State of Sao Paulo. 
Free from all present or future Brazilian taxes. 
Original issue 95,597,500 Francs. 
Outstanding 78,750,500 Francs 
Redeemed at Par 16,847,000 Francs 
Interest Payable January 2nd and July Ist. 


Principal and interest payable in Swiss Francs, £ Ster- 
ling, French Francs and Marks. 

Redeemable at par by cumulative sinking fund, by an- 
nual drawings, for repayment each January 2nd. 
Secured by a first lien on the Sorocabana and Ituana 
Railway, with all existing lines and improvements which 
may be made in the future, including all real property 
and rolling stock as well as all privileges and conces- 
sions. 


Price to net 8 to 94% income per year with possible profits 
in principal of from 624% to 85%%. 


Circular on request. 


Paine, Webber & Company 


ESTABLISHED 1880 
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A recent analysis of this issue giving history, dividend 
record, earnings, together with outlook for present busi- 
ness, is available on request. 
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OVER 8% 


For 1 to 25 Years 


HE securities of- big 
American industries 
with a strong record of 
earnings, and foreign gov- 
ernments with large re- 
sources, are selling at un- 
usually low levels. 


A diversified list of such 
bonds follows: 


‘GracejSteamship Company 


Marine Equipment 6s 
Due Dec. 1, 1922 


Yield about 8.45% 


Danish Consol. Municipal 


Twenty-five Year 8s 
Due Feb. 1, 1946 


Yield about 8.05% 


Kingdom of Belgium 


External 6s 
Due Jan. 1, 1925 


Yield about 8.35% 


Humble Oil & ‘Ref. Co. 


7% Gold Notes 
Due Mar. 15, 1923 


Yield about 8.95% 


Kingdom of Norway 


External 6s 
Due Feb. 1, 1923 


Yield about 8.75% 


We offer the above bonds subject to 
change in price. 


Descriptive circular of each issue 
will be sent on request for M-402 


a 
National City Bank Bidg., N. Y. 


Uptown Office: 42d St. & Madison Ave. 


Offices in over Fifty Cities 


the- extreme. “competition whith. is— iow 
being brought into play. Prices are gen- 
erally lower and only the salesman who 
can. deliver real service along with the 
goods is in a position to capture the trade. 
Even under the most favorable circum- 
stances, business is being done on a small 
profit basis. Competition is not only prev- 
alent among manufacturers and wholesale 
interests, but among the retail stores par- 
ticularly among the department stores, with 
consumers reaping the benefit. The Sum- 
mer will undoubtedly be marked by a wide- 
spread series of sales announcing mer- 
chandise on lower terms than has yet been 
seen this year. 

The woolen industry is in the best po- 
sition of any of the textiles. The Amer- 
ican Woolen Company, according to the 
statement of its president, is operating at 
about 95% capacity. These mills and oth- 
ers are actively engaged in the manufac- 
ture of heavy woolen goods for Autumn 
and Winter wear. Wool prices are lower 
and the same can be generally said of la- 
bor costs. On the other hand, the prices 
to consumers have been cut more deeply 
so that broadly it can be said that prac- 
tically all manufacturers in this line are 
operating on a small margin of profit. 

The raw wool market is somewhat ir- 
regular with the cheaper lines inclined to 
show weakness. It is doubtful that there 
will be an advance in prices until further 
progress has been made with regard to 
disposing of the surplus. A good share of 
the 1920 clip is still held and, with the new 
clip coming on, the statistical position of 
the commodity will inevitably be rendered 
more unfavorable. Buyers are not dis- 
posed to acquire large stocks and continue 
their policy of day-to-day purchases. 

Raw silk prices appear to have stabil- 
ized themselves and the manufacturing end 
of the industry is in fairly good shape. 
Greatest activity exists in the medium- 
priced goods, the more expensive silks 
practically being a drug on the market. 
The Japanese Government continues in 
control of the market but, with its large 
stocks on hand and the buyer’s market 
which exists over here, it is not probable 
that Japanese interests will be able to se- 
cure more than the prevailing prices in 
this country. 
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A Desperate Situation 

Recent developments in the sugar mar- 
ket not only indicate that there is little 
hope for early improvement in this indus- 
try but that conditions are almost cer- 
tainly bound to get more involved, unless 
a tremendous effort is soon made to re- 
establish the industry on a sounder basis. 
The outstanding fact of the situation is 
that sugar has been heavily over-produced. 
It is estimated that at present there is a 
world surplus amounting to the unprece- 
dented figure of 2,000,000 tons. This does 
not include an amount 1,200,000-1,500,000 
tons which is the ordinary surplus. 

The “sore” spot in the situation is 
Cuba, which has about 1,800,000 tons of 
sugar on hand and which it does not know 
what to do with. Other producing coun- 
tries such as the Philippines-and Java also 
have enormous stocks on hand so that the 


general sugar situation is very highly in- 
volved. 

Conditions in the sugar industry are 
complicated by the fact that the finances 
of the sugar interests and other interests 
allied with them are in very bad shape. 
The collapse in sugar prices has, in many 
‘instances, wiped out the collateral put up 
by sugar producers in obtaining loans. 
Much sugar was placed as collateral with 
the banks at 2 cents a pound. With sugar 
at 1% cents a pound in Cuba, heavy losses 
have been incurred, not only by the orig- 
inal borrowers, but by the banks them- 
selves. It is estimated that our banks 
alone have advanced something between 
$150,000,000 and $200,000,000 to the sugar 
producing interests. It is obvious that, 
with the sugar market in its present de- 
pressed condition, any attempt the banks 
would make to force their borrowers to 
unload sugar in the market—held as col- 
lateral by the banks—would force prices 
to even lower levels. The only way out 
of such a situation is to find the means 
to extend credit to the hard-pressed sugar 


DISTRIBUTION OF 
CUBAN SUGAR 


Millions: of -Tons’s 


interests. The Cuban Government is re- 
ported negotiating a loan with which to 
purchase 1,000,000 tons of sugar. This, 
of course, would remove that amount of 
sugar from the market and thus aid the 
present situation. 

The collapse in sugar prices has forced 
a very serious financial and political sit- 
uation in Cuba. The unemployment prob- 
lem is acute and there are possibilities of 
a change in Government. American in- 
terests are unjustifiably held responsible 
for the present situation by many Cubans 
and this, together with the already exist- 
ing trade depression, has combined to deép- 
ly affect our business relations with Cuba. 

Adding confusion to an already com- 
plicated situation, Philippine sugars, which 
are bereft of their ordinary market in 
Japan, are coming to this country in large 
quantities. The same is true of Javanese 
sugars. The United States is virtually the 
dumping ground of the producing sugar 
interests, except those in Europe. 

Demand is not large enough to take care 
of the heavy production. The one bright 
spot is that the new crop will not be so 
large as the old one. It is obvious, how- 
ever, that with such huge surpluses the 
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world over, despite the curtailed size of 
the new crop, it must take a long period 
before the excess stocks are worked off 
and the industry again placed in sound 
statistical position. 

In the meantime, there is little possi- 
bility of higher raw sugar prices, unless 
the Cuban Government can effect arrange- 
ments to take 1,000,000 tons off the mar- 
ket as proposed in the new financing plans. 
The refined sugar interests are gradually 
working out of an involved position but 
they too have had to take heavy losses. 
Those among them, however, who are in 

comparatively strong position, should 
more rapidly than the producers, get back 
to something like an earning basis. 





COPPER 








Still Waiting 

Conditions in the copper market have 
not changed materially since the last re- 
view. Reports coming in continue to in- 
dicate a sluggish demand, both domestic 
and foreign, falling production and a gen- 
eral air of pessimism among interests con- 
nected with the industry. About the only 
encouraging sign is that prices seem to 
have stabilized themselves around the cur- 
rent levels of 13 cents a pound. It is sig- 
nificant that these prices, broadly, have 
not changed for several months, suggest- 
ing that the limit in the downward move- 
ment may have already been reached. 

Actual business in copper is light and the 
chief domestic consumers are either well- 
stocked up or else are following a policy 
of buying only sufficient to cover immedi- 
ate requirements. It is doubtful that any 
price concessions would attract these in- 
terests back into the market. There is 
still a considerable “spread” between the 
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prices asked by the leading sellers and 
the smaller agencies, the latter quoting 
prices varying from % to % cents below 
those asked by the more important factors. 
This indicates that selling pressure still 
exists at least with regard to the small 
dealers. 

As to the ultimate outlook for copper, 
there is little question but that the metal 
will improve. Though the present rate 
of consumption and production about bal- 
ances, there have been times during the 
year when considerable inroads were made 
upon the surplus. The net result has 
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) OPPORTUNITIES 
IN 
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SECURITIES 


We believe that the 
turning point in the 
railroad situation, 
viewed from the secur- 
ity holder’s standpoint, 
has passed, and that the 
future holds good prom- 
ise for the railroads. 


In the August issue of 
“Cassatt Offerings,” 
we have reviewed the 
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are splendid invest- 
ments for the investor. 
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General Electric 
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been to reduce the surplus to a moderate 
extent. As pointed out in these columns 
previously, however, there is no reason to 
believe that demand will shortly increase 
t@ an extent to make rapid progress with 
regard to absorption of the stocks of metal 
now held by the various interests. The 
outlook therefore is for a very slow, 
though perhaps regular, depletion of the 
present surplus. 

European conditions are suil too in- 
volved to permit the purchase of large 
amounts of the red metal by these inter- 
ests. Exchange rates are tending down- 
ward again and this always exerts an un- 
fortunate effect on copper sales abroad. 
Broadly, a revival in European business 
conditions must come about before the 
copper industry in this country can re- 
establish itself on a sound basis. Thus 
far, there are no indications of this except 
in an almost imperceptible way—certainly 
too slow a process to do our copper in- 
terests much good in the immediate future. 

While a few companies may resume pro- 
duction by the end of the year, this will 
be only for the purpose of keeping their 
skeleton organizations intact. It is prac- 
tically certain, however, that for a long 
period, copper production, for the country 
as a whole, will remain at subnormal lev- 
els. Some authorities believe that pro- 
duction at the most will not reach more 
than a 50% level in the next two years. 

Other metal markets, including zinc, tin 
and lead, are still dull, although a ten- 
dency toward increased firmness is noted 
in lead. However, general industrial con- 
ditions being what they are, improvement 
in these markets, as with copper, appears 
some distance off. 
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Difficulties to Be Overcome 
The building industry is hampered by 
a number of adverse factors, the combina- 
tion of which threatens to interfere with 
the rate of improvement noted since the 
Spring months. Among them are con- 


stant labor troubles, comparative inaccessi- 
bility of funds for building purposes, and, 
to a lesser degree, uncertainty which pre- 
vails as to the price of building materials. 
The latter element, however, tends to be- 
come less of a factor owing to the reduc- 
tions already made in the price of many 
building materials and the belief that these 
prices are not likely to go much lower 
from now on. 

The wage problem is still the most diffi- 
cult with which the building interests 
have to contend. The general attitude of 
the building labor unions is not to par- 
ticipate in a reduction of building costs 
such as would come about through their 
consent to a lower wage schedule than the 
one which presently prevails. Strikes are 
frequent and in other ways building ac- 
tivity is interfered with. The question of 
wages is a serious one in the building 
crafts and this is practically the chief 
element in maintaining the high cost of 
construction. 

Additionally, builders are not finding it 
a simple matter to obtain funds with 
which to carry on their enterprises. The 
chief difficulty seems to consist of the gen- 
eral belief that rents must come down ow- 
ing to prevailing economic forces and that 
with building costs still high, investment 
in building enterprises at present costs is 
bound to become an unprofitable undertak- 
ing after a few years. On that basis, it is 
natural that lenders should hesitate to lend 
out their funds feeling that the collateral 
offered them will possibly become impaired 
after the passage of several years or so. 

In spite of these drawbacks, there is still 
a considerable amount of building activity 
though far below normal. This mostly 
consists of the erection of private homes 
by individual investors, who are not so 
much influenced by considerations of ulti- 
mate value, when their special desire is a 
home to live in. 
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N. Y. Times Dow, Jones Avgs. 
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Friday, July 1 68.35 


Saturday, July 2 
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Monday, July 11 
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Wednesday, July 13..... 
Thursday, July 14....... 
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THE WHELAN GROUP 
(Continued from page 401) 











1919. Towards the end of 1919, the 
company was reorganized, the plan of 
capitalization changed, and new money 
put into the business. It was at this 
period that the Whelan-Duke combina- 
tion took an interest in the company, 
purchasing almost the entire common 
stock, 850,000 shares at $30 per share of 
which, however, 510,000 shares were 
resold by underwriters at-$45 per share. 
Both ‘the new capital and the interest 
of the Whelan group were deemed ex- 
cellent for the company and great ex- 
pectations were formed. After giving 
effect to the reorganization the com- 
pany was in splendid financial condi- 
tion, its cash alone being practically 
equivalent to its accounts and notes 
payable. 

Then in 1920, the public began its 
great buying strike, prices dropped, and 
a reversal of the prosperity of the few 
previous years set in. To induce buy- 
ing, the company in common with other 
merchandising concerns cut prices; 
goods which formerly were sold at a 
fair margin of profit now realized a 
loss, which it was necessary to take 
in order to move the merchandise. 
Despite the general disinclination to 
buy in the second half of the year, the 
company’s sales for 1920 reached $101,- 
745,271 the highest point on record both 
in value and quantity. That increased 
sales do not necessarily mean increased 
profits is shown by the income account 
for the year. Instead of a gain there 
was an actual loss for the year of 
$7,855,278, of which $5,174,434 was due 
to writing down of inventory at the 
close of the year, and $2,680,844 to 
actual operating losses. The surplus 
of $11,442,932 standing on the books at 
the close of 1919 had been reduced to 
$2,429,772 at the end of 1920, thus wip- 
ing out in one stroke the accumulated 
profits of the four preceding years. 

The authorized capitalization of the 
company at present consists of $10,- 
000,000 7% cumulative preferred stock 
of which $4,219,600 is outstanding and 
$3,780,400 in treasury; of 205,000 shares 
of Class “A” stock bearing cumulative 
dividends of 7% annually all of which 
is outstanding; of 95,000 shares of class 
“B” stock now being converted into 

285,000 shares of common; and of 
~ 1,285,000 shares of common, 1,141,251 
shares of which will be outstanding 
when the present “B” is converted. 
Before paying any dividends on the 
common stock, the company must 
therefore provide for $295,400 of div- 
idends on its Preferred, and $1,435,000 
for dividends on the “A” stock, making 
total cumulative charges of $1,730,400. 
It is difficult to judge what the future 
earning power of the company will be, 
because it will be some little time 
before there is a normal relation be- 
tween manufacturing costs and whole- 
sale prices and wholesale prices and 
retail. In the fairly normal years of 
1913, 1914 and 1915 the ratio of net 
profit to gross sales averaged slightly 
less than 5%, but at the present time 
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Cash on Hand, in Federal Reserve Bank and Due from 
PCr L ole... 2 6 dence cents ¢ean $146,009,560.77 
U. S. Government Bonds and Certificates. .......... 33,448,188.06 
is a.) ans eile ee b be wh oat k 70,076,739.62 
Et ee 37,143,113.05 
SS EES Pe ee ee ee 382,637,732.63 
Real Estate Bonds and Mortgages................. 2,680,210.00 
EE EE ee ee ee 1,445,608.64 
Credits Granted on Acceptances. .............+.+::- 34,595,477.70 
Se EE oa or G-d.0'u bdo 6b wens ccncetncetecese 8,658,083.41 
Accrued Interest and Accounts Receivable. ......... 12,311,622.72 
$729,006,336.60 
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SN itn i Riad thalisiniabeds Mee eae eek hae a oe $ 25,000,000.00 
eT ee pn ee 25,000,000.00 
Snes. Eling telnads, ocnecaes ue aka eee 5,545,372.84 
$ 55,545,372.84 

Accrued Interest Payable and Reserves for Taxes and 
Expenses, and Other Liabilities and Reserves... .. . 26,369,365.68 

Notes, Bills, and Acceptances Rediscounted with Fed- 
ee os ena ala ha cate see 38,145,555.51 

Notes Secured by Liberty Bonds Rediscounted with 
rr , . so Ot ae 6 « ais ine 6 8,165,800.00 
Acceptances—New York Office.................. 26,744,565.20 
ME sks bs A 6 do cacds 7,850,912.50 
Outstanding Treasurer’s Checks. ................. 30,774,735.04 
Outstanding Dividend Checks ................... 949,355.50 
DEE atta Deis cake 0. Rb ab «6 « cumethoul cane 534,460,674.33 
$729,006,336.60 
Undivided Profits June 30, 1920.................. $8,260,509.24 
Undivided Profits June 30, 1919.................- 4,479,876.83 
Undivided Profits June 30, 1918.................. 1,815,361.51 



































this ratio does not prevail. Ultimately 
a time will come again when goods can 
be bought and manufactured at a cer- 
tain price and resold to the public with 
a fair margin of profit added. That 
day will arrive, when the public once 
more is in the mood to buy at rea- 
sonable prices, but how far distant it is 
cannot be foretold with any degree of 
certainty. 

It is obvious that Montgomery Ward 
& Company will pay no dividends on 
its Common Stock in 1921 and United 
Retail Stores Corporation cannot hope 
for any income from this source this 
year. Only the dividend on the Pre- 
ferred Stock is being paid at present, 





the* cumulative dividends on the “A” 
stock having been passed in January 
of this year. Sales for the first five 
months of 1921 were only $31,300,000 
compared with $49,800,000 in the same 
period of 1920. The decline is in part 
attributable to the lower prices and in 
part to the purchasing apathy of its 
customers. A good deal of its busi- 
ness is derived from the agricultural 
and farming States of the Middle West, 
which were hard hit by the sweeping 
decline in grain prices with the result 
that the population of these sections 
are not enjoying the prosperity that 
was theirs during past years. Accord- 
ingly, until the agricultural industry is 
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being’ conducted again on a profitable 
basis, Montgomery Ward & Co. will be 
deprived of the full buying support of 
some of its best customers. Since the 
beginning of the year further cuts have 
been made in prices, and taking into 
consideration that there was an inven- 
tory of $30,286,672 on hand at the be- 
ginning of the year, the profits for 
1921 are likely to be negligible. It 
would be no surprise to the writer if 
there were a deficit. 

In the boom year of 1919 the net 
profits from operation were $4,194,170. 
If we accept $4,000,000 as the criterion 
of the company’s earning power in a 
prosperous year, what is its profit mak- 
ing capacity in a normal year? It may 
be more or less—with the probabilities 
in favor of it being less. But accepting 
the $4,000,000 mark as the maximum 
earning power of the company in the 
forthcoming year of 1922, there would 
first be deducted from this figure $1,- 
730,400 for Preferred and class A div- 
idends for that year, and $1,435,000 for 
accumulated class A dividends for 1921, 
leaving $834,600 or-about 75 cents per 
share on 1,141,251 shares of common 
stock. Therefore, we may consider a 
dividend on Montgomery Ward & Co. 
common in 1922 improbable. Further- 
more, if we allow $4,000,000 as its fu- 
ture normal earning power, which may 
be overrating it—and consider that after 
deductions there will be only about 
$2,200,000 or the equivalent of $2 per 
share left for the common, and that the 
company as a matter of good policy 
should build up the surplus which the 
present debacle has destroyed, div- 
idends on the common do not seem to 
be justified for a long period. 

United Retail Stores Corporation’s 
holdings in Montgomery Ward & Co. 
are not definitely known, but they are 
believed to be approximately 160,000 
shares, at a net cost, it has been stated, 
of about $11 which is well below the 
prevailing market price. Whatever ad- 
vantages the holdings may give in a 
business or merchandising way, they 
may be eliminated as an income factor 
for two years at best, always of course 
making allowance for the unexpected. 


United Retail Candy Stores, Inc. 

United Retail Stores Candy Stores, 
Inc., was formed in August, 1919, 
at a time when the coming dry 
era that was descending on the 
land was brightening the outlook for 
the candy manufacturers and retail- 
ers. The cloud that darkened the hori- 
zon perpetually for the brewers had a 
very silvery lining for others. Every- 
where it was heard that the candy com- 
panies were about to reap a rich har- 
vest of profits, because those who loved 
the frothing cup would now take to 
candy as a substitute. No doubt there 
has been increased consumption of can- 
dy, but the extravagant predictions of 
enormous profits have not as yet been 
fulfilled, which may be partly due to 
the economic disturbance that has over- 
taken the business world in the past 
year. At all events the candy sub- 
sidiary of United Retail Stores was 
launched at a very auspicious time, and 
with very strong backing. 


The authorized capitalization of 
United Retail Stores Candy Stores, 
Inc., consists of 1,250,000 shares of no 
par value Common Stock, of which 
400,000 consist of Founders’ Shares, 
purchased by the holding corporation. 
Holders of the stock of United Retail 
Stores were given the option of sub- 
scribing for the remaining 850,000 
shares at $10 per share, and under this 
offer, some 772,928 shares were sub- 
scribed, making the total capital stock 
outstanding at present 1,172,928 shares. 
Through ownership of 400,000 shares, 
United Retail Stores will share in the 
profits to the extent of nearly 40% 
and maintain effective control over the 
company’s policies. 

From the outset the aim of the candy 
company has been to retail its own 
manufactured product. With this ob- 
ject it acquired the entire business of 
Fuerst & Kraemer, chocolate manufac- 
turers, New Orleans, who occupied a 
high position in the confectionary trade 
in the South. This gave the company 
four stores in New Orleans, as a nu- 
cleus for the expansion of its Southern 
trade, and gave it the advantage of an 
established, highly regarded business. 
In pursuance of the same policy, the 
company purchased the business of 
the Chocolate Products Company of 
Baltimore, rated high as high class 
candy manufacturers. Other factories 
are located in New York City, Brook- 
lyn and Philadelphia, while recently a 
factory was obtained in Long Island 
City, which when fitted will have a 
capacity output equivalent to three 
times the needs of the stores now 
opened. The company is equally well 
provided from the retail end. It has 
behind it some of the ablest men in the 
Duke-Whelan group, who are employ- 
ing the same methods that achieved 
success in the development of United 
Cigar Stores. In buying out the estab- 
lished manufacturers referred to it re- 
tained the interest and services of the 
principals, and thus will have the ben- 
efit of the experience of practical candy 
men with a 1ecord of achievement. Fur- 
thermore, it is being helped by the 
realty department of the Cigar Com- 
pany, which is in a position to obtain 
choice locations upon advantageous 
terms. From the point of view of man- 
ufacture, administration and selling it 
has all the fundamentals of a success- 
ful business. 

Despite the hopes entertained, the 
operations in 1920 showed a loss of 
$20,296, which with deductions for taxes 
and depreciation, made a deficit for the 
year of $333,729. No details are fur- 
nished in the annual report as to how 
.ais result was arrived at, but it may 
be surmised that a company was not 
immune from the experience of other 
candy manufacturers, who suffered se- 
vere losses through the drastic decline 
in sugar prices. Part of it may be due 
to development expense and the fact 
that new stores are not immediately a 
paying proposition, although the bal- 
ance sheet carries an item of $325,000 
for deferred charges in this connection 


At the end of April the company had 
16 stores in New York City, 2 in New- 
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ark, 3 in Philadelphia and 4 in the 
South, making 25 in all. Other stores 
have been opened since and negotiations 
are continually under way for adding 
to the number. Volume of sales is ex- 
pected to reach near the $5,000,000 mark 
for 1921, which will be quite an ac- 
complishment for an infant business. 
Its stores are scrupulously clean and 
inviting, its windows, tastefully dec- 
orated, and its advertising methods are 
already popularizing its product. To 
meet competition, soda fountains are 
being installed in the principal stores, 
which will place the company on equal 
terms with its high grade rivals, and 
incidentally increase its earnings. 

What may be expected from the com- 
pany in the way of profits in the present 
year is pure guesswork to all but in- 
siders. Sugar prices are at a low level, 
and as sugar is one of the principal 
items of manufacturing cost, the. cheap 
prices ought to be of considerable ben- 
efit to candy manufacturers. With this 
fact in mind, and considering the other 
strong features of Retail Candy Stores, 
it is natural to expect that the com- 
pany will show a profit this year. Two 
factors, however, should be borne in 
mind, one being a possible or probable 
reduction in candy prices and the other 
that the company has to face powerful 
competition. Offsetting both of these 
is the fact that the company is a man- 
ufacturing unit in itself, which will 
enable it to furnish candy at lowest 
prices, while its experienced personnel 
and associations give it an advantage 
in meeting business rivalry. 

It is doubtful if United Retail Stores 
will derive any dividends from its 400,- 
000 shares of U. R. S. Candy Stores, 
in 1921, as the profits are scarcely like- 
ly to be such as to justify a disburse- 
ment before the end of the year. While 
the writer does not like to make pre- 
dictions, a dividend in 1922 is within the 
limit of possibilities or even probabil- 
ities. 

R. J. Reynolds Tobacco Co. 

Since the beginning of the year Retail 
Stores Corporation has bought a “sub- 
stantial block” of the Class B Common 
Stock of the R. J. Reynolds Tobacco 
Company. No announcement has been 
made of the amount purchased, but un- 
official statements place the income ac- 
cruing from this source for the first 
half of the year at $160,000. The stock 
was purchased from the Reynolds es- 
tate upon advantageous terms because 
of the inheritance tax. 

The R. J. Reynolds Tobacco Com- 
pany is one of the largest cigarette 
manufacturing concerns in the world. 
Its plants are located in North Carolina, 
Virginia. and Kentucky, right in the 
heart of the tobacco growing districts. 
Net profits, after all deductions and 
taxes, for 1917 were $10,340,344, for 
1918 were $7,042,763, for 1919: were $11,- 
272,753 and for 1920 were $10,691,293, 
showing a steady earning power. Dur- 
ing the four year period the company 
paid cash dividends aggregating $14,- 
231,250, and upon the recapitalization of 
the company in 1920 paid a stock divi- 
dent of 200%, or $40,000,000 in common 


stock. 











£2,033,000 
Drawn for Payment at Par 


Bonds of the 


British Government 4% Victory Loan 
Argentine Government 5% Loan of 1884 
Argentine Government”5% Loan of 1886-1887 
Chinese Imperial Government 5% Gold Loan of 1889 


have been drawn for payment at par, on their respec- 
tive payment dates. 

We suggest that Investment Dealers and Banks furnish 
us with the numbers of any bonds of these loans which 
they hold or have placed with investors. We will 
check these numbers with our lists and immediately 
advise if the bonds have been retired. 


Inquiries are invited 


AMERICAN EXPRESS COMPANY 
65 BROADWAY- NEW YORK 





SECURITIES M\MERIC4y TELEPHONE 
DEPARTMENT friar) WHITEHALL 
Cosy 2,000 St 























Sn Express 





























@ 











in a simple and interesting way 
the many varied phases of for- 
eign exchange. 


. 
Foreign 
Much information will be 
gleaned from this pocket size 


Exchange 
booklet which will be of aid to 
° present holders of foreign se- 
Explained curities as well as prospective 


purchasers. 
g The fourth (revised) edition is 


g A remarkable booklet explaining 
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Call, telephone or write. 


now ready and a limited number 
Ask for booklet MX-23. 


will be sent gratis to those in- 
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25 Broadway, New York. 
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For the greater protection 
of you and your depositors 


perfect identification, give banks a 
most splendid “point of contact.” They 
put in your customers’ visible 
evidence of your efforts toward more 
pusbest salety ond sacusity. 

The Bankers Supply Company 
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Don’t Guess— 
Know! 


Keep on your desk books that will give you 
exact and accurate information on all matters 
pertaining to finance. 


Consolidated Tables of Bond Values 
showing yields from 2.90 to 15%; maturities 
from 6 months to 100 years. Price $13 


Blue Sky Laws 

Covers all Blue Sky Legislation in the United 

States. Price includes changes for one year. 
Price $5.00 











Money and Investments 

in daily use by thousands of bankers and in- 
vestors as a guide in buying securities. Shows 
how to safeguard investments and makes plain 
the distinction between various classes of 
bonds, stocks and notes. A book for every 
investor. 494 pages. Price $2.50 


Write Dept. M today for full information 
on any of the above books. 


Financial Publishing Co. 
“Service Books of Finance” 


controlling the 
Montgomery Rollins Publications 
17 Joy Street 
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It_has.an authorized.capitalization, of 
$50,000,000 7% preferred stock of which 
$20,000,000 is outstanding, or $10,000,000 
common stock, all of which is out- 
standing, $10,000,000 of Class B com- 
mon stock none of which has been 
issued, and $70,000,000 of new Class 
B common stock of which $50,000,000 
is outstanding. All of the common 
stock is of a par value of $25. Regular 
dividends of 7% are being paid on the 
preferred and dividends of 8%, or $2 
per share, are being paid annually on 
the $10,000,000 of common stock and 
$50,000,000 of new Class B common 
stock. To maintain these rates requires 
income of $6,200,000 annually, and in 
view of the fact that the company’s 
profits were $10,691,294 last year and 
averaged nearly $10,000,000 annually for 
the past four years, there is every like- 
lihood that the present dividend stan- 
dards will be maintained even if the 
tobacco industry meets with a period 
of adversity. The common B stock, 
with a par of $25 per share, sells around 
$34 per share, at which price it gives 
a return of only 6%. In its holdings 
of this stock, United Retail Stores Cor- 
poration has what looks like a steady 
income producer with the promise of 
potential appreciation in value if held 
for a sufficiently long period. 

So far as the public is concerned Gil- 
mer Brothers, now Gilmers, Inc., is a 
“dark horse” as nothing has been given 
out with regard to its earning capabili- 
ties. In a letter to its stockholders early 
in 1920, United Retail Stores Corpora- 
tion stated that Gilmer Brothers oper- 
ated nine department stores in North 
Carolina and Virginia, that additional loca- 
tions were being sought in other cities 
and that it was felt that eventually the 
business of Gilmer Brothers would be- 
come one of the largest retail enter- 
prises in the country. It is stated that the 
company now has fifteen stores in opera- 
tion. Sales at that time were stated to 
be about $8,000,000 annually. Whether 
this volume was maintained for the full 
year of 1920, whether the net profit on 
sales was one or ten per cent., whether 
instead of a profit there was a deficit, 
whether the company paid anything in 
dividends to the holding company, are 
unknown factors, Accordingly, no opinion 
can be formed as to what part this branch 
of the business will play in the success 
of United Retail Stores. 


Outlook of Retail Stores 
Stock , 


United Retail Stores common Class 
A, dropped from a high of 96% to a 
low of 45% in the market break of 
1920. At the time of writing it is sell- 
ing around 55, at which price, paying 
dividends of 6%, it gives a return of 
nearly 11%. The yield evidently reflects 
uncertainty as to whether the 6% divi- 
dend rate can be maintained. If the 
present rate can be continued, undoubt- 
edly the stock at 55 is an attractive 
purchase, as with even tolerable assur- 
ance of the permanence of the existing 
rate the stock should sell at appreciably 
higher levels. 


But can the 6% rate be maintained? 
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As pointed out in preceding paragraphs, 
it seems assured for 1921, since the 
dividends from the Cigar Store Com- 
pany for the first seven months alone 
were almost sufficient to cover the divi- 
dend requirements of United Retail 
Stores Corporation for 1921. Beyond 
1921, it is impossible to say what may 
happen, but we may summarize the 
facts. To pay 6% dividends annually 
requires about $4,750,000 of earnings. 
The company controls 93% of the stock 
of the United Cigar Company, which 
last year had earnings of $5,029,025, of 
which the holding company’s share 
amounts to over $4,400,000. If the cigar 
company can make earnings annually 
of over $5,000,000 after preferred divi- 
dends, the income from this source 
alone would be almost sufficient to pay 
the 6% rate on Retail Stores common. 
This, however, as already pointed out, 
would mean dissipating the entire earn- 
ing power of the cigar company in div- 
idends, which would be bad policy, and 
the question remains as to whether the 
earning capacity will be greater or less 
than the $5,000,000 mark. Income from 
the cigar stores will be reinforced by 
dividends from holdings in R. J. Rey- 
nolds Tobacco to the possible extent 
of about $300,000; possibly by a divi- 
dend of unknown quantity from Retail 
Candy in 1922; possibly also by a divi- 
dend of unknown quantity from Gil- 
mers, Inc., in 1922, with the very re- 
mote possibility of a dividend from 
Montgomery Ward. Several million 
dollars are said to be invested in other 
companies, that, it was stated, should 
result in good profits over a reasonable 
period of time. 

A word of advice to holders or intend- 
ing purchasers of the stock is to watch 
the earnings of the constituent companies 
closely, with particular attention to United 
Cigar Stores. The opinion has been ex- 
pressed that the earnings are likely to be 
sufficient to cover the 6% rate, although 
the margin will, from all indications, be 
small. It may be pointed out that even 
on a 5% dividend basis, the stock at 54 
would give a return of over 9%, and 
there seems to be little doubt about the 
prospective earnings not being sufficient to 
cover a permanent 5% rate. 

It is the existence of so many unknown 
factors that makes the stock sell at a 
price to yield 11%, and restrains the 
writer from making any recommenda- 
tions, leaving it to the judgment of the 
reader to form his own opinion after hav- 
ing presented to him a complete analysis 
of the existing situation. 





WHAT ABOUT INTERBOROUGH? 
(Continued from page 411) 








hattan Tease, so that in either case the 
bonds appear attractive as a specula- 
tion. 

The notes and the 5s, however, may 
be expected to reflect, marketwise, a 
general belief of a receivership and 
would thus be most attractive from a 
purchaser’s standpoint as the date of 
maturity of the notes approaches. The 
company has sixty days’ grace to pay 
the principal before the notes might 
be declared in default. 


for JULY 23, 1921 


STRAIGHT LINE METHODS 


Competition is the impelling force in 
business. It proves every enterprise— 
eliminates the weak, rewards the strong. 
It compels new ideas, better methods, 
greater efficiency. It sets the highest 
standards for success. 


Successful competition is the ability to 
exchange a desirable product or service 
at a fair profit. Exchange without profit 


is loss. 


Inability to offer the same value 


as competitors is a handicap. Under 
exacting conditions such loss and han- 
dicap is failure. 


In competition, knowledge of your busi- 


ness is 


power to win. Timely and de- 


pendable facts and figures from every 
department, obtained thru the applica- 
tion of sound methods of cost account- 
ing, give exact costs and overhead, and 
establish the basis of fair profit. They 


reveal 


inefficiency, weakness and waste. 


Knowledge, and the practice, of better 
methods eliminate these; and the buga- 
boo of competition disappears. 
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In the Limelight 


Canada to-day in her financial 
stability takes second place to 
no nation in the world. Her 
strength lies in her great nat- 
ural resources and her ability to 
raise funds for the carrying on 
of her financial and industrial 
undertakings. 


Canadian securities also, now 
show a much higher interest 
yield and can be bought at bet- 
ter prices than at any period in 
living memory. 


Government, Municipal, Corp- 
oration and Public Utility 
securities are all distinctly in 
the buyer’s market. 


Let us send ~ our ya list 
of offerings, 


Bryant, Isard & Co 


Members: 
Toronto Stock Exchange 
Chicago Board of Trade 
Montreal: 
84-90 St. Francois Xavier St. 
Toronto: 
Canadian Pacific Building 
Private wires to Toronto, New York, Chi- 
cago, Boston and cities of first importance. 
“Investment Bankers since 1899.” 











CANADA 


for Investment 


The rich natural endow- 
ment of Canada in raw ma- 
terials, and her growing 
desire to manufacture 
these raw materials into 
finished products at home, 
are creating many attrac- 
tive opportunities for the 
investor. 

The industries that are 
growing up now will one 
day be among the greatest 
on the continent. They 
have rich soil to grow in. 
Many of them have already 
begun to earn handsome 
profits for investors. 

The United States investor 
should not neglect to in- 


vestigate the Canadian 
field. 
We are pre ed to furnish full and 


reliable information and to render 
prom, oe in all classes of 
‘anadian Investments. 


Graham Sanson (a 


INVESTMENT BANKERS 
TORONTO, CANADA 
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OUR UNWATERED RAILROADS 
(Continued from page 389) 











given that as against the $6,500,000,000 
of capital stock outstanding there must 
be over $10,000,000,000 of equity in the 
property investments, above funded debt. 

To carry out the moral duty of the 
American people and sustain the value of 
the investments in the railroads, both 
stocks and bonds, we shall have to bring 
about a very different relationship between 
income and outgo from that which has 
prevailed in recent years. Last year the 
net railway operating income of the rail- 
roads represented only three-tenths of 
1% of their total property investment. 
That meant nothing earned for the stock 
and less than 1% for the bonds, Such a 
condition, or anything approaching it, if 
allowed to become permanent, would mean 
wholesale confiscation of savings. It is 
unthinkable to me that the people of the 
United States will ever permit such an 
outcome, 


Some Encouraging Signs 


What is ahead of us? Is a remedy in 
sight? Are we justified in anticipating 
better times for those who have devoted 
their savings to railroad development? 

I have no desire to appear over-opti- 
mistic, to create any false sense of securi- 
ty, or to minimize the difficulties that still 
remain to be overcome. But I cannot help 
feeling that signs are not wanting that the 
corner has been turned, and that we are 
beginning to discern the appearance of 
daylight ahead. 

The more immediate and easily recog- 
nized of these factors seem to be: 


1. The wage decision of the Labor 
Board, which, while not going as 
far as the railroad managers believe 
will prove necessary, shows the 
Board realizes that substantial 
downward adjustment is necessary. 

2. The Labor Board’s action with 
respect to the National Agree- 
ments, which, while by no means 
wiping them out cleanly, as many 
appear to suppose, nevertheless 
constitutes a clear recognition of 
their economic unsoundness and 
total unsuitability to peace-time 
railroading. 

3. The fact that President Hard- 
ing believes in a fair deal for the 
railroads and is not afraid to say so. 

4. The evidence of a growing 
friendly and constructive attitude 
in Congress, particularly exempli- 
fied in the present helpful railroad 
inquiry at Washington. 


Back of all of this, and more funda- 
mental in its nature, lies the really re- 
markable change which has taken place 
in public sentiment toward the railroads. 

I think it very questionable whether at 
any time within the last decade it has been 
really popular to “bait” the railroads, 
though the volubility of organized minor- 
ities may have misled those who have been 
courting popularity. 

Most recently the trend of public -senti- 
ment has been incapable of misinterpre- 


tation. The press and public were almost 
unanimous in their condemnation of the 
Adamson Law of 1916, upon the enact- 
ment of which many persons lay ‘the pri- 
mary blame for the subsequent wage and 
labor troubles of the railroads. Had 
Congress submitted the Adamson Bill to 
popular referendum its defeat would have 
been practically certain. 

Twice during the period of Federal 
Control, agencies of national scope, and 
wholly independent of each other, con- 
ducted country-wide questionnaires to as- 
certain how public opinion was divided 
regarding the question of Government 
ownership versus private ownership, The 
results were almost identical, showing 
over 80% of the people favoring a return 
to private ownership and against a con- 
tinuance of Government operation. 


“Baiting” Out of Style 


Since the return of the railroads to their 
owners, the evolution of public sentiment 
as evidenced in the newspapers and other 
mediums of public expression, has been 
kept under constant observation with the 
greatest possible care and thoroughness. 
The results leave no doubt that the press 
and people are overwhelmingly for fair 
treatment of the railroads; for a liberal 
adjustment of their claims for deteriora- 
tion sustained while they were being used 
for war purposes; for prompt payment 
of the remaining balances of the Govern- 
ment guarantees; for funding of their 
indebtedness on account of permanent im- 
provements made by the Government dur- 
ing Federal Control; for complete abro- 
gation of the National Agreements; and 
for a readjustment of railroad wages to 
reasonable levels as gauged by the falling 
cost of living to employees and the ability 
of the general public to pay. 

A dozen or fifteen years ago a clever 
politician might have engineered a anti- 
railroad campaign upon almost any one 
of these issues which would have won him 
the limelight, if not real fame, from one 
end of the country to the other. Today 
the professional railroad “baiter” has few 
supporters in the newspapers and I know 
of no better evidence that railroad “bait- 
ng” has long ceased to be popular. 

The reason for the change in the atti- 
tude of public sentiment is easily under- 
standable. The public has become edu- 
cated. It realizes that in the end it pays 
all the costs of railroad operation, includ- 
ing every unnecessary dollar spent as a 
result of wasteful working agreements, 
unduly high wages, full crew laws or other 
uneconomic conditions of operation. 

The American public desires to be fair 
but it does not wish to be imposed upon 
and is making its voice heard now. 

In the long run political sentiment in 
this country adjusts itself to popular sen- 
timent, which is as it should be in a de- 
mocracy. But the political response to a 
change in public sentiment is not always 
as direct or immediate as we might ex- 
pect. Public sentiment began to veer in 
favor of the railroads for some years be- 
fore tangible evidences of a_ political 
change of heart were discernible. For 
these reasons, it seems quite within the 
bounds of possibility that the effect of 
public sentiment on political action affect- 
ing the railroads has not as yet exerted 
its full force, and may ultimately evoke a 


THE MAGAZINE OF WALL STREET 














nm we 4 


— a te Epi gp pn i. aie 














more decided response than has hitherto 
been manifested. 
Essentials for Stability 

1 should like to close by summarizing 
some of the principal requirements which 
railroad managers regard as essential to 
the restoration of railroad stability: 
(a) Fuller trial of present law 

We are not seeking at this time addi- 
tional legislation. The Transportation Act 
of 1920 is no doubt capable of amend- 
ment, and changes may later be found 
desirable, but for the present it is the 
general feeling of railroad executives that 
the law as it stands should receive a 
more extended trial and the railroads be 
given a freer opportunity to function 
under it. Experience may then show bet- 
ter what changes will be really beneficial. 


(b) Avoidance of ill-considered rate re- 
vision 

Regarding rates, it is important that 
any steps to bring about a material reduc- 
tion in the general level should be deferred 
at least until the scaling down of costs 
makes possible the realization of the 54% 
minimum return on railroad value which 
the Transportation Act purports to give. 
Even then the process should not be by 
general percentage reductions, but adjust- 
ments should be made for each commodi- 
ty or group of commodities, in accord- 
ance with the actual commercial require- 
ments of each, to the end that proper trade 
relationships may prevail. 

I cannot attempt anything like an ade- 
quate survey of the rate situation, but will 
merely point out that those who blame 
the business depression on railroad rates 
forget that it is a world-wide condition, 
much less severe in this country than in 
Europe; that our railroads continued to 
carry the maximum traffic of their history 
for months after the rates were raised; 
and that water transportation, which, be- 
cause of the surplus of tonnage created 
by the war is currently offered at the 
cheapest rates in many years, is at a 
lower ebb than railroad traffic. 

Furthermore, abnormal foreign competi- 
tion—due to a combination of depreciated 
exchange, abnormally low ocean freight 
rates and cheap labor abroad—is playing 
an important part in impeding the move- 
ment of certain products to the seaboard, 
and this condition constitutes a protective 
tariff. problem and not a railroad rate 
problem. 


(c) Further wage action required 

With respect to railroad wages we 
feel, as I have already indicated, that the 
Labor Board has not ordered as great a 
reduction as it will be found the circum- 
stances demand, and there is little doubt 
that conditions will inevitably bring this 
subject before the Board again. 


(d) De-standardization of employment 

conditions 

We urgently need de-standardization 
in all factors affecting the employment of 
railroad labor. This applies to both 
wages and working agreements. These 
require readjustment not merely to 
effect a reduction of aggregate operating 
expenses, but also to conform with the 
differences in living costs, living stand- 
ards, social conditions and the rates of 
pay in other industries, as existing in the 
widely scattered sections of this great 
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Does Your Sixth Sense Know 


the meaning of every imprint on the ticker tape? Can you tell 
from it whether the demand for stocks is greater than the sup- 
ply? Are you expert in interpreting the tape record of price 
fluctuations? Have you the time for all this?—If not—then 
you need 


The Trend Letter Trading Service 


The result of our experts’ years of practical experience is 
found in their skill in judging the best opportunities for profit 
as they appear among the securities listed on the New York 
Stock Exchange. 


How It Operates 


The Trend Letter Trading Service is a fast individual wire 
service consisting of advices to buy or sell one or more securities 
when, in the opinion of the organization’s experts, certain stocks 
are in a position to advance or decline. The basis of the advice 
is the supply and demand as recorded on the ticker tape. This 
is recognized as a better indication of the immediate course of 
prices than the news or fundamentals. 


Recent Results 


During the month our record of advices show substantial 
profits after deducting a few small losses. 


Send Us the Coupon Below and Full Particulars 
Will Be Promptly Forwarded 
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Trend Letter Trading Service, t 
42 Broadway, New York. FREE INQUIRY BLANK . 
Gentlemen: Please explain in detail how the Trend Letter Trading Service would operate 
for me. : 
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Foreign Government 


and Municipal Bonds 


NORWAY — DENMARK — 
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Present favorable rates of 
exchange make these for- 

















eign bonds an attractive in- 
vestment. 


We will furnish upon re- 
uest a circular describing 
e bonds of the above 
countries — giving descrip- 
tion of securities—maturity 
date— interest dates — de- 
nominations —redemp- 
tion values, etc. 



























































Ask for Circular MW-300 


HUTH & CO. 


30 Pine Street, New York 
Telephone John 6214 







































































July Reinvestment Period 
1921 


Presents an opportunity of 
a lifetime to secure the safest 
form of investment. 


Municipal 
Bonds 


at Their Lowest Prices 


And Correspondingly Higher 
returns. 


We shall be glad to send 
you at your request our July 
Circular listing bonds yield- 
ing 


4.80% to 8.50% 


Ask for Circular M. W. 17 
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country.” The United States is too big 
and its population too diversified to have 
wages and working conditions alike in all 
parts, and it has never before been at- 
tempted in any important industry except 
that of railroading. The obsession for the 
standardization of everything was, in my 
opinion, one of the most unfortunate 
errors under Federal control. 


(e) Greater latitude in management. 

We need to have greater freedom of 
management accorded to the executive 
forces of the various railroads, otherwise 
we have private ownership in name only. 
If clear and unequivocal authority were 
conveyed upon each individual company 
or system to negotiate wages and working 
conditions directly with its own employes, 
half the battle would be won. 


(f) Return to business principles 

Finally, we need recognition of, and 
action upon, the fact that the railroads, 
whatever else they may be, are business 
enterprises and must be run on business 
principles if disaster it to be avoided. A 
large part of our trouble has been due to 
the belief that it is posstble by govern- 
mental action to change or reverse the 
functioning of economic laws. 


A Reform That Failed 


Some of our statesmen have even tried 
to go further, and with strange results. 
In the rawer days of the West it came to 
the notice of a law-maker in one of the 
Trans-Mississippi commonwealths that 
arithmetic was sometimes made trouble- 
some by the fact that the ratio of the 
circumference of a circle to its diameter 
can never be expressed exactly either in 
decimals or common fractions. To- get 
rid of this annoyance, he is said to have 
introduced a bill decreeing that thence- 
forth the ratio should be exactly as three 
is to one. The bill was defeated but it may 
possibly have provided Mr. Bryan for his 
inspiration when some years later he 
sought to revise by Act. of Congress the 
exchange values of gold and silver. 

There is abundant. reason to believe 
that economic laws are not much easier 
of amendment by legislation than are the 

.laws of mathematics. Railroad legisla- 
tion should conform with, and not seek 
to overthrow, economic law. 


Need for Sober Optimism 


When we survey the general railroad 
situation of the United States at the 
present time. we get something like a 
checker-board effect. Bright and dark 
areas are interspersed; favorable and- 
unfavorable factors exist side by side. 
There will for a long time be abundant 
need for us to “watch our step” but I 
think reasons are not wanting to justify 
a thoughtful man in taking a hopeful 
view. 

My own feelings are something like 
those attributed to Herbert Hoover who 
has been described as a “pessimistic 
optimist.” He is said on one occasion 
to have remarked that he anticipated 
sunshine but nevertheless took along his 
raincoat and umbrella. That seems to be 
a good frame of mind for all of us to 
cultivate at the present time, laying our 
plans with faith im the foture, but not 
allowing over-optimism to disarm us nor 
permitting our vigilance to slacken. 
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ness to the roads, that resulted from 

the recent experiment with Federal 

control. A study of the 1920 balance 
sheet reveals the fact that the New 

York Central can surely reckon on an 

early payment of about $30,000,000. 

The receipt of this amount assuredly 

would not only greatly strengthen the 

system’s financial position, but would 
also make possible the carrying out of 
the management’s long deferred plans 
for extensions and betterments, al- 
though the company has always been 
most liberal in its appropriations for 
physical upkeep. Needless to state 
also, payment of the Government’s in- 
debtedness to the road would be a 
great help in bridging over the present 
period of commercial stagnation. 
Conclusion 

Selling at about $70 a share, New 
York Central stock looks rather at- 
tractive, but in comparison with other 
good dividend payers, and in the light 
of existing conditions in the investment 
market, particularly the large return 
that is available on capital today, the 
stock can hardly be regarded as a bar- 
gain. In fact, the present ‘market 
affords many high grade 5% mort- 
gage bonds at prices within a few 
points of what New York Central stock 
is now selling for. But, of course, the 
possibilities of enhancement in value 
are not nearly as great as in the stock 
of this company. 

In the last five years the stock has 
sold as high as 114% and never below 
64, as shown in the accompanying 
graph. Of course, there is always a 
possibility that it will break through 
the low level, but it is an entirely safe 
assumption that one buying the stock 
around 70, or a little below, incurs little 
risk. At 70, the stock yields approxi- 
mately 7.1%, which is an indication of 
how highly -this security is rated even 
in these times of low prices. The stock 
has always been a favorite with inves- 
tors, justifiably, and any substantial 
turn for the better in general business 
conditions would be likely to create a 
large new demand for New York Cen- 
tral, under which demand the stock, of 
course, could hardly fail to advance to 
a substantially higher level. The spec- 
ulative possibilities of the stock are 
very bright. 

In times like the present it is only 
natural that doubt should exist as to 
the permanency of the company’s pres- 
ent dividend policy, and it is probably 
due in large part to such misgivings 
that the price has ruled for months and 
months at the prevailing comparatively 
low level. The present outlook should 
do much to dispel this doubt. It seems 
quite certain that New York Central 
will earn a substantial proportion of 
its 5% dividend this year, but even if 
the dividend should not be earned, the 
company will be in a good enough financial 
position to meet the deficiency out of 
surplus, and if necessary to declare 
extra disbursements from its rich sub- 
sidiary companies. 
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eign trade acceptance and $5,600,000 loans 
from .banks. On a gross business of 
$225,000,000, bills payable amounting to 
slightly over $11,000,000 cannot be con- 
sidered excessive. 

It is probable that during the first six 
months of this year the company will 
he able to work off considerable of its 
inventories, converting them into cash or 
short term notes. This item stood at 
$131,134,797 against $99,565,232 in 1919. 
Inventory depreciation amounting to $7,- 
500,000 was charged off out of 1920 earn- 
ings. 

Capital additions during the year 
amounted to $10,136,336, practically all 
of which was expended for plants and 
improvements in the company. 

Table I shows earnings since 1917. The 
1917 figures represent combined earnings 
of International Harvester Corporation 
and International Harvester Corporation 
of New Jersey, which was merged in 1918 
in accordance with the Federal Court 
decree. Total capitalization was wun- 
changed after merger. 

Dividend Reduction 

On June 3d the directors declared a 
quarterly cash dividend on the common 
stock of $1.25 per share, as compared 
with the previous rate of $1.75. This is 
a reduction of $2.00 per year, making the 
unnual rate $5.00 instead of $7.00. How- 
ever, this was in addition to the usual 
semi-annual stock dividend of 2% payable 
July 25. It was expected that if any- 
thing were done at-this time, the 4% 
yearly stock dividend on the common 
shares would be discontinued. But it 
has become more customary lately to 
either discontinue or reduce cash div- 
idends and let the stock dividends go on 
their merry way. Many predicted that 
the company would make some reduction 
in dividends, it being pointed out that 
Harvester needed every cent .it can com- 
mand to see it through the period of little 
business and prolonged credits for the 
farmers. , The surprise would seem to lie 
in the fact that the reduction was not 
more drastic. It is apparent the directors 
of Harvester have faith that the company 
will later. on be able to show earnings 
sufficient to pay dividends on the slowly 
increasing capitalization. This leaves but 
one conclusion and that is the heads of 
Harvester are not entirely bereft of op- 
timism even though the present situation 
may be a difficult one. 


Company’s Future 

It is highly probable that it may take 
several years for the agricultural imple- 
ment business to get back into a really 
satisfactory condition. The rise in imple- 
ment prices was largely offset by high 
costs of labor and materials, war losses, 
decreases in amount of implements sold 
and a general fall in margin of profit, 
which made war profits relatively low. 
One offsetting the other, International 
Harvester Company was on the short end 
of war profits after allowing for all these 
things. Competition, too, is increasing 
and the margin of profit for ten years has 
been showing a tendency to decline. 
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profits. 


Complete and thorough analysis of 
facts and figures applied intelligently 
by an experienced organization will in- 


sure accurate knowledge of costs and 
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Good Oil Stocks 
Are Always Good 


The Test Is in the Record 


NOWATA 
OIL & REFINING CO. 
Tulsa, Oklahoma 


has paid | % per month on its 
Preferred Stock for 53 con- 


secutive months.’ 


Production is proved and 
steady 


Circular on request 
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Oil Securities 


Securities of many 





large oil-producing 
companies are now sell- 
ing at exceedingly low 
price levels as a result 
of the present depres- 
sed condition of the 
Petroleum Industry. 


The situation, in our 
opinion, is but tempo- 
rary, and the large oil- 
producing companies of 
the United States 
should shortly enjoy 
the greatest prosperity 
in their history. 

All inquiries on the oil 
industry promptly an- 
swered. 


Henry L. Doherty 
& Company 


Bond Department ; 
60 Wall St, New York }| 
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66 Broadway 


OUT-OF-TOWN 
INVESTMENT 
SERVICE 


A special department keeps 
our out-of-town customers, 
banks, corporations and in- 
dividuals, constantly in 
touch with changing market 
conditions without obliga- 
tion on their part. 


We shall be glad to do’the 
same for you. 


Our Descriptive Booklet 
“INVESTING BY MAIL” 


furnished on request. 


GRAHAM & MILLER 


Members New York Stock Exchange 
New York 









































The Advantage 
of Buying 
Odd Lots 


You—with small capi- 
tal may not realize 
what an opportunity 
Odd Lots offer. 


You envy the man who 
has capital or credit 
and can buy sound 
securities. In Odd Lots 
you have the same op- 
portunity. Let us tell 
you all about it. 


Write for Booklet M. W. 


(lisHoim & (HAPMAN 


Members New York Stock Exchange 


71 Broadway, New York City 
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Looking from the other angle, the out- 
standing capital will probably never reach 
the total of the unauthorized amount. 
There is reserved $20,000,000 common stock 
and $40,000,000 preferred for extra com- 
pensation and stock ownership for all em- 
ployees, including officials and laborers. 
It is provided that the company’s profit 
in excess of 7% on the capital shall be 
distributed to the extent of 60%. It is 
unlikely then that the management has 
any intention of departing from its past 
conservatism as to capitalization. 

The company is among the very strong- 
est of the manufacturing industrials. Of 
course it is not humanly possible for it 
to escape from the bad general conditions 
engendered by the war. These conditions 
may continue to influence the price of the 
shares, which are now selling around 73; 
but, from the long range viewpoint, they 
do not appear over-valued to the writer. 





EQUITABLE EASTERN BANKING 
CORPORATION 


Initial Dividend of 3 Per Cent 


The directors of The Equitable Eastern 
Banking Corporation at a meeting held 
June 30 declared out of the six months’ 
earnings an initial dividend of 3%, pay- 
able July 5 to stock of record June 30. 

The Equitable Eastern Banking Cor- 
poration, a subsidiary of the Equitable 
Trust Company of New York, was organ- 
ized in December, 1920, forthe purpose of 
developing the Far Eastern business at 
that time being done by the Equitable 
Trust Company of New York. Many im- 
portant Pacific Coast banks are repre- 
sented among the incorporators of the new 
corporation, which has a capital and sur- 
plus of $2,500,000. 

The new Robert Dollar Building which 
now houses the Shanghai office is the most 
modern and imposing business structure in 
that city. The Equitable Eastern Banking 
Corporation occupies a suite of offices on 
the ground floor. 

A number of prominent officials and di- 
rectors of The Equitable Trust Company 
are among the incorporators. The officers 
are: Alvin V. Krech, chairman, Board of 
Directors; George L. LeBlanc, president; 
Heman Dowd, vice-president; Ernest D. 
Kracht, vice-president; Richard R. Hun- 
ter, secretary and treasurer; Alfred D. 
Schumacher, manager, New York office; 
Henry C. Titus, manager, New York of- 
fice; James J. Rogers, manager, Shanghai 
office; Dinar C. Funck, assistant manager, 
Shanghai office. 

Condition at the close of business, June 
29, 1921, was as follows: 


ASSETS 


Cash on hand and in banks.... $278,836.57 
New York State bonds............ . 

Due from foreign banks and branch 2,588,065.25 
Bullion on hand and in transit. . 2,254,470.60 





Advances and discounts .......... 181,489.01 
Customers liability on ac- 
ceptances ........+5+ $698,256.00 
Less acceptances antic- 
ROGGE occ dasneheses 650,000.00 48,256.00 
$5,352,041.16 
LIABILITIES 
CER ouSig ceccnceessvect cl Onne 
ee ee eee 





Undivided profits 
Accounts payable 


Acceptances outstanding.......... 698,256.00 
Time drafts outstanding........... 1,850,000.00 
$5,352,041.16 
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The Oil Business Runs On 
Its Own Power. 


Do You Want to Get Into 
the Oil Business? 


If You Do, I Can Help You 
Get Into Business Right. 


I have a plan whereby an in- 
dividual or a group of individuals 
can invest $1,000 to $10,000 in 
such a way that the speculation 
and gamble of ordinary “wildcat” 
propositions are eliminated, and 
satisfactory returns on invest- 
ments are assured to as complete 
a degree as it is possible to ac- 
complish in human activities. 


Every detail will be fully ex- 
plained and questions will be 
cheerfully answered to the satis- 
faction of the inquirer, with ref- 
erences as to reliability, by ad- 
dressing 


H. L. WOOD, 
42 BROADWAY, NEW YORK 
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ELEMENTS OF BOND INVEST- 
MENT—by A. M. Sakolski, Ph. D., 
Bond Expert Equitable Trust Co. of 
N. Y.; formerly Lecturer and In- 
structor on Corporation Finance and 
Economics, Johns Hopkins Univer- 
sity, N. Y. University and Union 
College. 

A concise explanation of the principles 
of sound investment prepared for the use 
of the security salesman and private in- 
vestor. Price $2.10, postpaid. 





WAR COSTS AND THEIR .FI- 
NANCING—by Ernest L. Bogart, 
Professor of Economics in the Uni- 
versity of Illinois; sometime Assist- 
ant Foreign Trade Adviser, U. S. 
Department of State. Price $3.15. 


PERSONNEL RELATIONS IN IN- 
DUSTRY—by A. M. Simons, author 
of “Social Forces in American His- 
tory”; formerly Lecturer on Person- 
nel Relations, Extension Dept., Uni- 
versity of Wisconsin, and Manager, 
Personnel Dept., Leffingwell Ream 
Company. 

A sane and clear view of experiment, 
experience, and the present state of 
thought and practice in adjusting relations 
between management and worker. 


Price $3.10, postpaid. 
































Readers’ Round Table 


FINANCIAL EDUCATION 
Editor, THe MAGAZINE oF WALL STREET: 

Sir :—Education . . . the name goes 
hand in hand with progress. Progression 
is something assertive, as the word sug- 
gests and pushes us forward. It is 
seldom that man wants to be pushed 
back, he distinctly prefers to be pushed 
forward, for only by this process can 
anything be gained and gain in any 
endeavor is the goal to which man gen- 
erally looks forward. So by this process 
man pushes on knowing that education 
is his stepping-stone, a stepping-stone 
that can hardly be ignored by any- 
one in this day and generation. In 
fact it is considered paramount to most 
things in laying a foundation on which 
to build a future business or social life. 
Yet in spite of all this, there is one line 
of education more neglected perhaps 
than the average person realizes and 
this education is along the line of 
finance. 

Education is also defined as instruc- 
tion and hoy many people are instruct- 
ed as how to take care of and invest 
what money they have or are ever likely 
to have? 

The majority of people are quite 
ignorant about just the ordinary, com- 
mon, everyday facts regarding the in- 
vestment of their money. These facts 
are things they should know about and 
do not because their parents neglected 
that part of their education and failed 
to see that they were ever enlightened. 
So where education ceased there had 
been no progress. 

Perhaps the necessity for this essen- 
tial knowledge did not come into their 
everyday existence. The father took 
care of it all, and in the care of it never 
considered the time, which must 
eventually come, when the rest of the 
family would need that knowledge, and 
need it badly. 

Some one will say that the handling 
of money does not appeal to them. 
Perhaps this is because they have 
never been taught and they really 
speak from ignorance. Being ignorant, 
it all seems so much more difficult than 
it really is. Progréss is not theirs. 

Finance (not the high variety), is 
such a closed book to the majority of 
people that if questioned collectively 
they would answer as one, “Yes, 
mortgages are safe but I know so little 
about them. Stocks are dreadfully risky 
and Wall Street a ‘den of thieves.’ But 
bonds, now they are all safe.” Educa- 
tion would decidedly have changed this 
point of view, and this point of view 
needs changing badly. 

Everyone, in their experience, has 
run across a family who has been left 
to the mercies of whoever might come 
along to guide them along their finan- 
cial way, or left to their own devices 
as to how to take care of their money, 
and who have made a mess of it, simply 
because they were left in ignorance; 
whereas, only a few simple facts need 
be known about stocks, bonds, mort- 
gages, life insurance, and the transfer 
of property, to have saved something 
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How about 


your costs? 


Do you know what they really are? When do you know 
them—before or after it is too late to change them? Are your 
cost statements in a form that you can take them in at once 
—or are they a mere mass of meaningless figures to you? 


As a matter of fact, the average cost system of today is 
“Greek” to the busy executive. It tells him little—it gets 
him nowhere. 


This new book, 





“Cost Accounting to Aid Production” 


by G. Charter Harrison, engineer and consulting accountant, 

presents a definite, workable program for putting Cost Ac- 
counting on the same accurate engineering basis which has 
wrought such wonders in bettering every other phase of mod- 
ern industrial organization and business management. 


It describes—and illustrates with many actual cost sheets— 
| methods which place costs among the known production fac- 
tors planned for ahead of the process; bring them under the 
same control and inerrant forecasting which we now give to 

the elements of time, labor, machines and material; provide 
| the executive with focussed statements showing him in a few 
figures where costs are varying from standards—and why; 
enable cost information to be obtained promptly—at a mini- 
mum of clerical labor for the accountant and of fatigue for 
the executive. 


These Methods are adaptable 


to every industry 


and to every business—whatever its size or its product. They 
are scientific—they are practical. 


“Cost Accounting to Aid Production,” though published only 
in March, 1921, has already been adopted as a textbook in 
leading business schools. It contains 251 pages, 32 tables, 
22 illustrative diagrams printed on inserts, and is durably 
bound in red cloth. It is a book for every executive, every 
accountant, every manager, every production man. 


Shall we send you a copy for your inspection? The coupon 
below will bring it to you at once—with no obligations to 
keep it unless it fully measures up to your expectations and 
you are convinced that it will serve you in such large ways 
on your immediate problems in costs and production as to 
pay its own way. 


THE ENGINEERING MAGAZINE CO., 
120 West 32nd St., New York. 


Send me, prepaid, a copy of Harrison’s “Cost Accounting to Aid Produetion.” 
I shall either return it in ten days or remit the price, $7.50, within 30 days. 





























Home ‘Office 


Members 
New York Stock Exchange 
New York Cotton Exchange 
New York Sugar and Coffee Ex- 
change 
Liverpool Cotton Association 
Chicago Board of Trade 


Coast to Coast. 


Correspondents in principal cities 
of the United States 








$5,500 Returns $550 Yearly 

$1,100 Returns $110 Yearly 
$550 Returns $55 Yearly 
$220 Returns $22 Yearly 

Invested in An Established 

Finance Corporation 
—Enjoying unusual confidence. 
— a in ry b  aregeae State 


—Lendin money: cn ah security on 
the safest basis known to bankere— 
widely distributed small Icans. 

—Under strong management, with 
enviable 7 years’ record of proved 
dependability. 

—An opportunity to share in at least 
one-third of the large yearly profits. 


—Paying a total of 11% to the bond- 
holders now and for several yeors 
past, and growing steadily with the 
solid expansion of its loan service in 
many States. 


a 
rying with it's large share of the 


Over © Ger Century of enporiente 
in fapnee business 

behind our y BP of this > 
vestment. 


Send for Circular W-807 giving full 
details. 








+ 
from the wreck. “Acquiring this knowl- 
edge will not turn the hair grey. The 
hair will suffer much more because the 
knowledge has not been acquired. 

Among parents there seems to be a 
fond delusion that by giving a son or 
daughter an allowance and having them 
buy their clothes with it, makes that 
same son or daughter a financier and 
gives them an idea of the value of 
money. It is true that they learn how 
to spend it and they get an inkling of 
how far a certain amount will go, but 
—suppose we put the father on this 
financial basis when he goes into busi- 
ness. Eventually he is to run that 
business. Will he be very helpful if he 
is taught nothing about it, simply does 
routine work and draws his salary until 
the time comes when he steps into the 
management of it all? He is more 
likely to wreck the concern than to put 
it on its feet. So are his son and 
daughter more likely to make a wreck 
of what is left them than to keep it 
intact. Of course, it might be said 
that the money could be left in trust 
with a friend who knows how to handle 
such matters or to a trust company. 
But would you leave your business that 
way? And if the income from the 
money left is meager, why pay out a 
certain per cent to have it taken care 
of? Again progress is defeated. 

Negligence in educating the family 
to learn how to take care of their 
finances goes hand in hand with negli- 
gence in not educating them to save. 
A miser is not created when a person 
begins to put by some of the money 
they have earned. If such a thing 
could be made the list would be appal- 
ling of those who do not understand 
how to put by their money wisely so 
it in turn will make money. -So many 
men do not look into the future as 
long as they are supporting their family 
comfortably. Probably no one else in 
that family knows anything about in- 
vestments and they have not acquired 
the saving habit. The combination is 
very bad and the time comes when 
they must invest or save and they 
either take a long time learning, mak- 
ing costly mistakes in the process or 
never learn at all and let the whole 
thing slip through their fingers. 

It would be considered most peculiar 
for parents to bring up their children 
with only a partial education, and yet, 
part of their education is left out if 
they are taught nothing of finance. 

Now this education naturally does 
not begin at the school age. That is 
quite impossible. The saving habit and 
the knowledge of. the value of money, 
can and should be started then. The 
financial knowledge should begin at the 
discretion of the parent, some children 


‘being ready for it sooner than others. 


The course to follow would naturally 
be adapted to the circumstances. But 
first a series of books should be read 
which explain in a.clear,. simple manner 
the necessary things to know regard- 
ing stocks, bonds, mortgages, etc. The 
difference between stocks and bonds 
should be taught and the different ways 
of investing money. Also the way to 
go about settling an estate. Then, if 


the circumstances allow, the student 
should be given a small amount of 
money to invest, in a way of his own 
choosing and if any money is lost in 
the transaction it should be made up. 
This would teach caution, for only with 
caution can wise investing be done. 
The students would find pitfalls in their 
work, but it would be better to find 
these now than later, when they might 
be. more costly. 

Consider then the necessity of be- 
ginning early. And if you are wise 
you will not neglect this important 
part of the education and so keep your 
money from going into fake schemes 
and visions and your family dragged 
back instead of pushed forward.—“Jay.” 


BONDS VS. STOCKS 
Editor, THe MAGAZINE oF WALL STREET: 

Sir:—In making this inquiry I would 
value your opinion on my reasoning in 
comparing two entirely different securities; 
namely, the Pacific Gas & Electric 
Company general and refunding mort- 
gage 5% bonds, and the debenture 
stocks of the General Motors Corpora- 
tion. 

From a copy of the annual reports of 
each of these companies* for the year 
ending December 31, 1919, I find the 
following facts: 

The net income of the Pacific Gas 
& Electric Company equals $8,833,561, 
and the total interest on their entire 
bonded debt equals $4,285,257. This 
means that it requires 48.86% of their 
net income to pay their total bonded 
interest. In this case I realize that 
these are bonds, and that they are a 
mortgage on some physical property; 
but it appears to me that the value of 
most of this physical property (such as 
water power sites, power lines, etc.), 
depends entirely on the success of the 
company as a going concern. In other 
words, if for any reason the opera- 
tions of this company were to become 
non-profitable, and liquidation became 
probable the actual value of the mort- 
gages securing these bonds would 
appear to me to be somewhat proble- 
matical. 

It appears to me that the real ‘se- 
curity back of these bonds is the profit 
earning power of the company over 
and above the interest requirements on 
their bond indebtedness. 

Now in the case of the General Mo- 
tors Corporation I find from their in- 
come account that the net income for 
the last year, after several special write 
offs, and special allocations equalled 
$37,750,375. For simplicity (as I do 
not know the conditions of issue of the 
debenture and preferred stocks), I in- 
clude the two debentures and the pre- 
ferred issue as one, and on this block 
of capital I find that the total interest 
for the year equals $5,620,426. This 
means that it requires 15% of the net 
income to pay the debenture and the 
preferred interest combined. 

There being no bonded indebtedness 
these debenture and preferred issues 
together constitute a first charge on the 
assets. 

Now, my inquiry is simply this: As- 
suming an analysis of the past accounts 
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At least five of these 
stocks are worth much 
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By analyzing each of the 
35 stocks, separately, and 
eliminating one by one, 
after ascertaining their 
weaknesses, five securities 
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for future possibilities of 
market advance. 

All opinions expressed are 
powerfully backed up by 
facts. 
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of both of these companies, say, for the 
last five or ten years, showed at least 
that no more than the same ratio of 
net income was required to meet fixed 
interest charges, I would be inclined to 
say that the capital invested in these 
debentures of the General Motors Cor- 
poration would be just as secure as 
if invested in the Pacific Gas & Electric 
Company bonds. 

I seem to feel that the name bond 
has a_ psychological effect, which is 
often not quite justified. Do you agree? 

In a few words I would very much 
value your opinion on my _ reasoning, 
and you will understand that I pur- 
posely omitted many details so as to 
confine this inquiry to the more or less 
general one covering simply the se- 
curity of the capital invested in these 
two securities—W. P. B. 





We have carefully read over the con- 
tents of your letter, and in comparing 
Pacific Gas & Electric Company gen- 
eral and refunding 5% bonds and the 
debenture stocks of the General Mo- 
tors Corporation, we concur in the con- 
clusion you have arrived at, to the ef- 
fect that the equity underlying the 
Pacific Gas & Electric issue would be 
of doubtful value under foreclosure, 
whereas that behind the General Mo- 
tors debentures would be very substantial. 
Your reasoning appears to be equally 
sound as to the earnings of both com- 
panies applicable to the payment of 
interest and dividends, and in this re- 
spect the debentures are in a much 
more favorable position. Undoubtedly 
the name “bond” has a psychological 
effect, but it by no means follows that 
the popular interpretation of its mean- 
ing should always be accepted at its 
face value. 

We thank you most sincerely for 
your very convincing presentation of 
facts in making this comparison.—Editor. 


LIBERTY BOND TAXATION 


Editor, THe MAGAZINE oF WALL STREET: 

Sir—Would you be kind enough to let 
me have your answers to the following 
questions : 

(1) Is the income from Liberty Bonds 
owned by non-resident aliens, but held in 
this country, exempt from Federal Income 
Tax up to the same amounts as it would 
be exempt if owned by residents? 

(2) Is the income derived from 
Liberty Bonds which are being held 
abroad subject to Federal Income Tax 
and how? 

(3) Can you recommend me a book 
which gives a description of all the vari- 
ous kinds of Liberty and Victory Bonds, 
showing the privileges and advantages of 
certain issues over’ others? . 

Thanking you in advance for your kind 
attention to this, I remain—W. L. 





According to the Act of March 3, 1919, 
all bonds, notes and certificates of in- 
debtedness of the United States, and bonds 
of the War Finance Corporation, while 
beneficially owned by a non-resident alien 
individual or foreign corporation, partner- 
ship or association, not engaged in busi- 
ness in the United States is exempt from 

(Continued on page 438) 
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How The Richard D. Wyckoff Analytical Staff 


Handles a Typical Investor’s Account 


It must be noted that this is only an exemplification, although all the advices mentioned below including the switches, 
buying, and selling recommendations, have been actually rendered to certain Staff Members. 


John Doe, having $50,000 invested as follows: 


The account would be adjusted about as fol- 
lows: thus the risk is lessened, the return 


SP Pe Alas tb ides ho-omule 10,000 . , 
$10, increased, and possible losses reduced: 
POE 0 oa cc dh odesccevesen 5,000 
; ; ED Ua. « Ekiwie naw catees Gene $20,000 
Common Stock...... oP + OSR* SACRA 20,000 I SD. os wae aman 10,000 
Speculation in Common Stocks ee Sn aie 10,000 
(Margin Account)............... Bees “Dipeieielbn Fi oss woes cl etedacndsn 10,000 
HOLDINGS STAFF ADVICE BY PERSONAL RESULT 
LETTER 
Bonds Cost Switch Cost 
$3000 Allied Packers 6s........... 56 into Hudson & Manhattan 5s...... 60 Allied Packers 6s declined to 41. 
Hudson & Manhattan 5s advanced to 68. 
2000 Erie Ist 48..........ceeeeees 54 into Rio Grande West Col. 4s...... 51 Erie Ist 4s declined to 48 while Rio 
Grande West Col. 4s advanced to 53. 
3000 B. F. Goodrich 7s........... 97 into Cerro de Pasco 8s..........«- 102 Goodrich 7s declined to 9014. 
Cerro de Pasco 8s advanced to 108. 
2000 Third Avenue Ist 4s........ 42 Rs eee ie oe ok Third Avenue 4s advanced to 47. 
Preferred Stocks Switch 
25 Central Leather 7% Pfd..... 84 into Amer. Car & Foundry 7% Pfd. 86 Central Leather Pfd. passed dividend. 

Stock declined to 72. 

Amer. Car & Foundry Pfd. paid divi- 
dend and stock is still about purchase 
price. 

25 Chic. Mil. & St. Paul Pfd.... 50 into St. Louis, S. F. Income 6s..... 49 Chicago, Mil. & St. Paul Pfd. declined 
to 41. 

St. Louis, S. F. Income 6s advanced to 
52. 

20 American Sugar Ref. 7% Pfd.103 into Amer. Tel. & Tel............-. 100 — — Pfd. dropped to 85% 
(June 16). 
A. T. T. now 105, with increase of divi- 
dend to 9% basis. 
Common Stocks Switch 
yg PTR ees ae ee 42 into half amount of Atchison....... 80 Penn. R. R. reduced dividend from 
$3.00 to $2.00 and stock declined to 34. 
— pays $6.00 and stock is now 
at . 
50 Amer. Sugar Ref. Com...... ety bg cape na | | Declined to 68. 
50 Chandler Motor Car......... 84 Bas ie I a ON Dividend reduced. Stock declined to 59. 
50 U. S. Ind. Alcohol.......... a FR Se Declined to 58. 
50 Amer. Sumatra Tob......... Se F Nec. o0 os 0b ce Sodecds becclsenvceth a dividend. Stock declined to 
5734. 
Speculative Common Stocks : 
ca newiee eel Reduce margin account at least 1-3 by The stocks in a weak technical position 
100 General Asphalt................ selling stocks mentioned, based on are sold and those that show accumu- 
Be Sn ccdedstneccedcvceace technical position, as too much capi- lation about purchase levels are held 
a a ee tal is risked here in proportion to for the advance. Short sales are also 
100 Pan-American. ..............e0: total funds invested in all securities. recommended in the - weak stocks 
BOO Gee Geo cccevccecedeocdees from time to time. 
600 Shares on 25 Points Margin..... 








Note.—By the selling of the weaker common stocks which were purchased for income, and by the reduction of 


the amount of capital used in speculation, there would be about $22,000 available for investment. 


This amount 


would be invested on our recommendations so as to increase the capital in Bonds to $20,000; in Preferred Stocks 
to about $10,000; and reduce capital in Common Stocks to $10,000. The basis of our recommendations would be 
as outlined in our booklet telling how The Richard D. Wyckoff Analytical Staff operates. A copy of this booklet will 


be sent upon request. 
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The Advantage of Personal Service 


F paramount importance is the individual attention that The Richard D. Wyckoff 
Analytical Staff gives to each Associate Member. There are many services of a statis- 
tical nature that render general bulletin advice at frequent intervals, but so far as we 

know, there is no single organization that renders individual advice at all times to the investor. 


By accepting only a limited number of Associate Members it is possible for us to tabulate 
the security holdings of each, and by constant watching of those, to keep the Associate 
Members informed on all changes that may occur in their holdings. 


The general policy adopted is as outlined in the handling of an individual account as men- 
tioned on another page. This is printed to give prospective Associate Members an oppor- 
tunity to judge what may be accomplished by the Analytical Staff for them personally. 


To ha¥e your securities tabulated, cross indexed, and watched constantly through the length 
of time that you hold them, and to be advised personally how to further invest your surplus 
funds, and to have those advices carefully tabulated, and above all to receive advice as to the 
taking of profits on certain transactions; these are some of the important elements in the ser- 


vice rendered by The Richard D. Wyckoff Analytical Staff. 


The fact that there are so many of our Associate Members that are well pleased with the 
service and have so expressed themselves in letters to us, demonstrates the advantages of 


Associate Membership. 


What Associate Members Say of 
The Richard D. Wyckoff Analytical Staff 


“T think the Service an excellent one 


C. B., Chicago: “That was good information you sent me 
on General Asphalt. I made $110,000 on it. Send some more 
like that.” 


W.S. S.. New York: “One question which I requested in- 
formation upon, and which information was furnished me in 
great detail, was worth the entire quarter’s subscription price.” 


W. E., lowa: “Your service is pleasing me greatly and I 
am unable to suggest any changes that you might employ for 
betterment. It strikes me as being a service of perfection 
and I would be most glad to recommend it to any prospective 
member at any time you so desire.” 


R. W. S., New York: “I think you are in a position to per- 
form very valuable service and your method of operation 
appeals to me very strongly. I have set aside the sum of 
$100,000 and have followed the r dations under your 
Standard Plan to the letter.” 


W. K., lowa: “Your service is pleasing me greatly and it 
is quite evident to me that it is not a case of guess work on 
your part.” 


C. D. C., Pittsburgh: “I have been trying you people out, 
and I like the Service very much indeed. I have been using 
$20,000 on your Standard Plan, but will now increase it to 
$100,000, and if you want any more Associate Members in this 
city I can get * wa for you.” 





L. O. S., Tennessee: “I am well pleased with your service 
and think you are doing a great work for the country.” 


al Suggestion: i You intend inventing 
of our new booklet just off press which will 


your personal investment problems. 


HE RICHARD D. WYCKOFF 
ANALYTICAL STAFF 


FORTY-TWO BROADWAY, NEW YORK 
Send Us This Form Today = 


Pg 


S. B. J., Ohio: “I wish to advise you that I am delighted 


if you intend investing or rearranging your present 
lease advise us. We will send you a copy 
ow our previous recommendations and 


also bow the work of The Richard D. Wyckoff Analytical Staff may be applied to 


M. W. V., Boston: 
indeed. Your Standard Plan of buying on a scale down not 
only relieves the person’s mind who is buying the stock but is 
sure to make a profit eventually if the stocks are picked cor- 
rectly in the first place which you are ably doing.” 

H. R. H., Pittsburgh: “I take this opportunity to express 
my appreciation of the valuable service you are rendering 
and while I have not been able to follow all of your recom- 
mendations, it is not because I had any doubt as to the cor- 
rectness of them.” 

H. K., Detroit: “From the amount of mail received, I 
acknowledge the activeness of your Staff to keep the mem- 
bers properly advised which I appreciate very much.” 

E. T. J., Delaware: “Please accept my thanks for the serv- 
ice you have rendeted during the past few months. I also 
appreciate your asking me to make any criticisms or sugges- 
tions in this connection but as the service is perfectly satis- 
factory, I have nothing to say.” e 

7 
- 
with your service and appreciate the interest shown in 
my small holdings.” 

W.J. U., Maine: “Your information and advices 
on the motor shares were excellent. Sold 
Studebaker and bought back at ten points 
down. Chandler sold at 84 and am ¢ 
waiting on that, although it is tempt- ¢% 
ing at twenty points down. Also 6” << 
sold some Hupp and my Cos st ge” 


den.” 
en » 


ount of capital invested or o Ss 
<< 
S 


vy 
¥ 3 $ ° 
¢ 
’ ~ 4" Bi 


¢ 
© 


? 
a 


¢ 
¢ 
¢ 
. 
¢ 

¢ 
Pig 
¢ 


4 


s 
Pa 
oy 
se 
& 
we 
s 








tor JULY 23, 1921 











The only security, in 
the world that was 
worth 100 cents on the 
dollar during the war. 


Send for booklet No. 903 
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i) History 
Earnings 
Dividends 

This corporation num- 
bers among its subsidi- 
aries some of the best 
known motor car con- 
cerns in the country. Its 
future outlook discussed 
and detailed informa- 
tion of value to all pres- 
ent or future sharehold- 
ers is contained in our 
current 
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LIBERTY BOND TAXATION 
(Continued from page 435) 











all income and war profits and excess 
profits taxes. 

We are forwarding to you under sep- 
arate cover a copy of the Commerce 
Monthly which, we believe, contains the 
information you desire.—Ep1ror. 


PAR FOR LIBERTY BONDS? 
Editor, TH MAGAzINe oF WALL STREET: 

Sir—As a reader of your magazine I 
noted in the May 28th issue an article 
headed “Par for Liberty Bonds.” 

I have read from time to time litera- 
ture along this line, but it did not attract 
my attention as I thought it was pure 
political bunk. The article above men- 
tioned, however, seems to have been 
written by a man versed in financial af- 
fairs and receives favorable comment from 
men who should be the highest authority 
on matters of this nature. In spite of 
which I fail to see the proposition from 
their viewpoint. 

I wish to say here that I am a man 
with average intelligence, little education, 
57 years of age, working for a modest 
salary and that I subscribed for, paid 
for and still! hold more Liberty Bonds in 
proportion to my worldly possessions than 
any one I know or know of. 

When these bonds were issued, as I un- 
derstand it, the representatives of all the 
people made a bargain or executed a 
solemn pledge as between this people and 
certain individual members thereof, the 
terms of which are set forth on the face 
of what is known as Liberty Bonds and 
Victory Notes. 

Is the government of the United States 
justified in deviating from or -repudiating 
that pledge because subsequent develop- 
ments, unforeseen but entirely within the 
range of possibility, have worked a hard- 
ship on one of the parties to this agree- 
ment? 

The proposed plan or any plan to rem- 
edy this condition is, I infer, based more 
or less on a theory of paying Peter with- 
out loss to Paul, but I can conceive of 
no way of bringing the value of one of 
these bonds to par, now selling at 94, ex- 
cept with six good dollars, and there is 
just one source from which these dol- 
lars can be obtained, and no complicated 
juggling of figures or product of the en- 
graver’s art can change that fact. 

Under the proposed plan, the fact that 
a bond had changed hands once by sale, 
would make it ineligible to the “par value 
scheme” and how the status of such bonds 
would be affected thereby or how the ar- 
bitrary holding to a par with currency of 
the converted bonds would affect the 
monetary system of the country, and other 
complications of a like nature are ques- 
tions so far beyond my depth that I am 
unable to even ask intelligent questions 
pertaining thereto. 

May I call your attention to another 
angle? 

Suppose that Liberty Bonds as a whole 
were selling today at a premium, say at 
106. What would be thought of a man 
who would advocate a plan whereby the 
Government would arbitrarily reduce in 
some manner their value to par? 


I can see no fundamental difference be- 
tween such a procedtire and any plan to 
increase their value to par while the de- 
mand for them keeps the market at the 
present levels. 

An attempt to identify the original sub- 
scribers to the various issues throughout 
the United States, would, I think, re- 
sult in endless confusion, expense and in- 
justice. 

Do you think the vast army of agencies, 
banks and individuals who gave their 
time and efforts to the sale of these bonds 
would rally to such a task at this date? 

Furthermore, a large percentage of the 
very people who this plan is advocated 
to benefit and who are perhaps most de- 
serving and who made their selfish in- 
terests secondary to patriotism, have from 
necessity or choice, parted with their bond 
holdings. 

How do you think such people would 
feel toward a Government, who, to put it 
plainly, would tax them to par-value a 
bond to a bank or individual to whom 
they had sold it at a discount? 

As to sentiment and patriotism. There 
is a question in my mind as to whether 
I should be paid for being patriotic, if 
so, how much? Or, in other words, do 
1 wish to sell something that I have con- 
sidered a gift or contribution to the cause 
and one of the ways by which I am 
helping to pay for the war. 

While analysis of my arguments may 
show numerous flaws, I can at least say, 
let us be careful with our plans and 
schemes to doctor our Liberty Bonds, that 
the underlying principles of such plans 
are not in the nature of a drift toward the 
financial abyss into which Russia dropped 
with one headlong plunge—L. W. S, 


THINKS MAGAZINE IMPROVING 
Editer, THe MAGAZINE oF WALL STREET: 

Sir—I have just finished reading and 
digesting the contents of your issue of 
June 25, 1921. I have been a reader of 
your magazine for the past four years, 
a subscriber for the past two years, with 
my present subscription expiring some time 
in August, 1924. 

There have been times in the past four 
years when I feared that you were di- 
gressing from the straight and narrow 
path of investment and semi-speculation, 
and paying too much attention to be- 
coming almost a trade magazine. I take 
it from some of the announcements of 
your last issue that you are getting back 
to “normalcy.” Personally, I am glad to 
hear of it. 

Am especially pleased to learn that you 
are proposing to pay more attention to 
the Bond Department. I see no reason 
why this department should not be as re- 
liable as Moody. I believe that most of 
your readers will be benefited financially 
if you do enlarge this department. 

I believe in expressing my sentiments 
when something pleases me. Your last 
issue I consider the best I have ever read. 
I sincerely trust that you will be able 
to improve on it, although I doubt it. The 
article by John Read was especially in- 
teresting and amusing to me. Possibly 
because I was not one of the goats. 

Will you bear with me, if I offer a 
suggestion? The Lehigh Valley R. R. 
Co. is soon going to cut a melon, in ac- 
cordance with the decree of the U. S. Dis- 
trict Court. From the standpoint of an 
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investor who already owns some of the 
common stock of the corporation, an ar- 
ticle dealing with the proposed segrega- 
tion would te very instructive. Mr. 
Remington or Mr. Hyde ought to be able 
to prepare it very easily. 

Let the good work go on—F. D. M. 

We are very pleased to know that you 
find the MaGAZzINE paying more attention 
to its proper field than was formerly the 
case, because we have worked recently 
with that purpose in mind. 

We also appreciate your suggestion that 
we discuss the stock dividend prospects 
of the Lehigh Valley Railroad Company, 
and would call your attention to the fact 
that this subject was fully covered in 
our issue of December 25th, 1920. After 
referring back to that article, if you do 
not find it entirely informative, we sug- 
gest that you address our Inquiry Depart- 
ment for further particulars—Eprtor. 


COMPANIES ANALYZED 


Editor, Tat MaGazine or WALL STREET: 

Sir—As you have asked for suggestions 
as to how the already very good MAGAZINE 
or Wat Street might be improved, I 
would like to enter one. 

I wanted to look at a short article on 
Goodrich that I remembered was in the 
May l4th issue. The article was not 
shown in the table of contents in the front, 
and then I began to look for the “Com- 
panies Whose Securities Are Analyzed in 
This Issue” list. It was hard to find over 
in the mid part of the magazine, and it 
occurred to me that it would often be a 
big convenience to your readers if you 
would put this list in each issue in some 
particular place where it could be easily 
found, as at the front or end, and prefer- 
ably at the front close to the Table of Con- 
tents, Until the general index at the end 
of the volume this list of companies whose 
securities are analyzed is the only index 
available showing what securities or com- 
panies are mentioned in the issue.— 
W.T.G. 


Please accept our thanks for suggesting 
that the list “Securities Analyzed in this 
Issue” be placed in the same position 
every issue. 

It has been found practically impossible 
to do this. The next best plan was to 
list the item in the Table of Contents. If 
you will turn again to your May 1I4th 
issue, you will see that it was so listed 
there, being shown to appear on page 56 
of that issue. 

Your letter indicates that it would be 
helpful to readers to make reference to 
this method of handling the table in our 
MAGAZINE.—EDITor. 


ANOTHER BOOST 


Editor, THe MaGazine or WALL STREET: 

Sir—Kindly send me a copy of the May 
28th issue of the MAGAZINE oF WALL 
Street, for which I enclose 40 cents in 
postage stamps. Now don’t say your sup- 
ply is exhausted because I’ve got to have 
it to keep my file complete and I wouldn’t 
be short for anything. I am a subscriber 
and let a friend have this particular num- 
ber because it contained so many excellent 
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articles that pertained to his business. 
Maybe I can get him to subscribe. 

You certainly put out a wonderful mag- 
azine. I swallow a couple of times when- 
ever I stop to think what I have been miss- 
ing all these years. It beats a college 
education in what it teaches of economics 
and finance and is absorbingly interesting 
from cover to cover. “Truth ig stranger 
than fiction” and of more interest and 
value, and for an afternoon's reading, if 
given the choice from a complete news- 
dealer’s stand, I should select your maga- 
zine. 

One of the faults of the American peo- 
ple which makes it hard for us to make 
any progress along certain lines is our 
total ignorance of economics. We expose 
our ignorance by attacking capital and 
ruining the railroads and big business. 
You are doing a great work in helping 
lead the people out of the wilderness. 

Was interested in your recent short arti- 
cle by Henry Clews which brought to 
mind his large book “28 Years in Wall 
Street,” which I read through four times 
when I was a mere boy.—J. R. H. 


TWO LETTERS 


Editor, THe MAGAZINE OF WALL STREET: 

“Sir: Due to an article written in your 
magazine for November, 1920, I became 
interested in United Railroads of San 
Francisco 4% Bonds, or rather the cer- 
tificates of deposit for the same. I note 
in your number before last you published 
an additional article concerning the Mar- 
ket Street Railway 5s, which were one 
of the securities given in exchange for the 
old bonds. 

“I have investigated the financial affairs 
of this company as closely as possible and 
I believe some of the data on which you 
based your estimate of the possibilities of 
this company is incorrect. I think prob- 
ably some of your data was obtained from 
statements made by the Wall Street Jour- 
nal, which paper obtained it, of course, 
from representatives of the company and 
from statements made by them. 


Reports on Net Income 


“Practically all the reports made lately, 
including the report made to the New 
York Stock Exchange by the company, 
have shown net income of approximately 
$1,200,000 (after bond interest). The 
statement of the company to the New 
York Stock Exchange shows $1,270,000 
for the year 1920. This is not the real 
net income, as $320,000 per year is to be 
provided for sinking funds, $160,000 for 
the 6% notes, $160,000 for the Market 
Street 5% bonds. Furthermore $125,000 
must be deducted for federal taxes. Also, 
there is an item of rentals and leases 
which has amounted to $230,000. Sub- 
tracting these amounts from the $1,270,000 
leaves $495,000 as money that could be 
applied to dividends on the prior pre- 
ferred. 

“Unless there is some remarkable change 
in earnings it can be seen that there is 
a very slim chance of dividends being 
paid on the prior preferred in spite of 
frequent statements to the effect that it 
was the intention to do so shortly. Fur- 
thermore, it would not be to the best in- 
terests of the company to pay such div- 
idends under present conditions. 
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Our latest stock man- 
ual contains over 250 
pages of vital statis- 
tics and information 
in condensed form, 
covering stocks and 
bonds listed on the 
leading exchanges in 
the United States and 
Canada. 


It is absolutely indis- 
pensable to investors 
and traders who wish 
to be accurately in- 
formed on securities 
in which they may be 
interested. 


If you cannot call, we will be 
glad to send you a copy of this 
Booklet. Ask for M.W.344, 
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RAILROAD IMPROVEMENT 





Beginning July 1—the rail- 
roads start saving about 
12% on their monthly sal- 
ary disbursements. Other 
operating costs are being 
similarly reduced. This 
saving will enable some 
roads to pay doubtful divi- 
dends—others to lay aside 
necessary surplus. Rail- 
road Stocks should show 
price improvement com- 
mensurate with this sav- 
ing. Keep posted on the 
better earnings and in- 
creased surplus accounts 
through our 

Monthly Railread Bulletin 
which gives all these price- 
affecting statistics in easy- 
to-read form. Send for 
Bulletin M. 








We are fully equipped to 
execute your orders in Odd 
Lots or Full Lots of listed 
or recognized securities. 
We will ee | your ac- 
count on our Partial Pay- 
ment Plan or on Conserva- 
tive Margin. 


Write for particulars 


James M. Leopold & Co. 


Members New York Stock Exchange 
7 Wall Street 


New York 














32. Broadway 
New York 





Mexican 
Petroleum 


World’s largest pro- 
ducer of fuel oil, and 
an important factor in 
the production of 
gasoline. 


Special report containing 
detailed statement of prop- 
erty holdings and finances, 
together with an analysis 
of company’s present 
status, earnings, dividend 
record, high and low price 
of shares, book value, etc., 
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Ask for M.W.-560 
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“The company has $16,000,000 of bonded 
obligations becoming due in 1924 and un- 
less the city votes to buy the company it 
is not seen how these can be met for the 
following reasons: The principal fran- 
chises run out in 1931-32. This leaves 
seven years that the railroad company 
could operate after the above maturities 
and it is believed that it would be im- 
possible to refund the above $16,000,000 
of obligations by any further bond issue. 
No underwriting concern would certainly 
try to sell any such issue. Therefore 
unless the city buys the property, it ap- 
pears to me a receivership is inevitable 
in 1924. 

“It is not believed the earnings will 
increase enough to make a sufficient sur- 
plus to buy in enough of the bonds to meet 
the maturity of the remainder, especially 
if any dividend is paid on the prior pre- 
ferred. The labor unions are very strong 
in San Francisco and very probably any 
attempt in reduction of wages will be met 
by a strike, which, due to the early 
maturities, would be disastrous to the 
company. A receiver sale is very prob- 
able in 1924, therefore, and at such a sale 
nowhere near, of course, the valuation of 
$52,000,000 placed by the California Rail- 
road Commission, would be received. Fur- 
thermore this valuation is the highest val- 
uation placed by that commission. The 
cost, less depreciation, was placed at 
$40,000,000. The historical cost new, $31,- 
000,000, and the historical cost less depre- 
ciation, around $25,000,000. 

City Authorities in Control 

“The city authorities no doubt recog- 
nize the above situation and know they 
have the company at their mercy and in 
case of a sale it is not seen why it should 
be necessary to offer any more than the 
historical cost. If this is refused and 
the company’s properties are sold in 1924 
at receiver sale, there may not be even 
enough realized to pay off the $16,000,000 
maturities coming due then. It appears 
to me that the main hope and the prin- 
cipal basis for the value of the Market 
Street Railway securities is solely the 
probability of purchase by the city for 
a fair valuation and this is quite different 
from the reports which have been put out 
by various financial papers which would 
lead people to think there was investment 
value in the stocks of that company.— 
C. G. Y., Major, Ord. Dept., U. S. A.” 


We are very glad, indeed, that you 
found our article on United Railroads of 
San Francisco 4% bonds of some interest. 
We have noted carefully the points that 
you bring up in connection with this prop- 
erty and have devoted considerable time 
toward checking up the same. While a 
number of the arguments that you put 
forward are sound and based on good 
reasoning, we are inclined to believe that, 
in some instances, you have based your 
conclusions upon false premises. This 
seems to be particularly true as regards 
the earnings of the property. 

Real Net Income 

You say in your letter that practically 
all the reports made lately, including the 
report made to the New York Stock Ex- 
change by the company, have shown net 
income of approximately $1,200,000. We 
have before us now a report that was 
submitted by the company to the New 


York Stock Exchange in connection with 
the listing of the Market Street Railway 
first and consolidated mortgage ‘5s, due 
September 1, 1924. This report is for 
the year ended December 31, 1920, and 
shows a net income available for charges 
under reorganization of $2,317,648. This 
is the figure, you will note, that we men- 
tioned in our earnings table, as given in 
the article. From this figure must be 
deducted $312,000 for interest on the 6% 
notes, $531,150 for interest on the 5% 
bonds and $320,000 for the sinking fund; 
this makes a total of $1,163,150. Deduct- 
ing this amount from the net income leaves 
a surplus of $1,154,498, available for div- 
idends on the prior preference stock. 

Your letter has reference more to the 
stock than to the Market Street Railway 
Bonds. Our article dealt more with the 
latter than with the former. Making al- 
lowance for the small amount of rentals, 
leases, and taxes to which you refer in 
your letter, the interest on the Market 
Street 5s was earned last year a little 
more than 1% times. Even though these 
earnings can be considered very satis- 
factory, the results during the next few 
months should show a gradual improve- 
ment. We believe we were justified, 
therefore, when we said that “as a 5% 
bond, falling due in three years, with 
interest charges well covered and with 
earnings behind same showing every 
prospect of a decided improvement, 
there seems no good reason why the 
yield to maturity should not be below 
10% at least.” We believe that these 
bonds shape up as a desirable public 
utility investment, and are inclined to 
think that their price will go consider- 
ably higher in an improved bond mar- 
ket. 

As to the prior preference stock, we 
stated in our article that “on the basis of 
1920 earnings, a dividend on the ordinary 
preferred would have been possible but 
not advisable owing to the slump in 
margin. This year’s average showed 
the dividend unearned. The earning 
power on the second preferred and com- 
mon stock is practically nil at present.” 
In other words, we were not favorably 
impressed with the outlook for the 
stocks of the company, and tried to 
convey that impression in our article. 
We do believe, however, that a div- 
idend on the prior preferred stock will 
be paid before very long. 

A reorganization of this company places 
the capitalization of the new property con- 
siderably below appraised valuation by the 
California Railroad Commission, and this 
is a strong factor in connection with the 
company’s securities. We believe that the 
organization has accomplished what it set 
out to do, and that the future for the 
Market Street Railway Co. is a bright 
one, therefore. e 


Sources of Information 
For your information we would like to 
state that the data upon which this article 
was based were derived from the follow- 
ing original sources, or as nearly original 
as it is possible for people not on a com- 
pany’s directorate to obtain: 
Poor’s and Moody’s Manuals; 
New York Stock Exchange listing 
sheets, for both the bonds: and stocks; 
Various: reorganization plans as issued 
by both the reorganization committees and 
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by the bondholders’ protective committee ; 
Amended plans of reorganization; 
Company’s annual reports. 
Reference was made to all the above 
in arriving at the conclusion given. There 


may have been other sources of informa- 
tion available for an article of this kind 
but we did not find it necessary to make 
use of them. Our effort is to confine our- 
selves to original sources.—EprtTor. 





California’s Greatest Asset 
Will It Be Developed? 


By W. E. CREED 
President Pacific Gas and Electric Co. 


NDUSTRY is the best guarantee of 
the permanence and prosperity of a 
community, a state or a nation. It means 
creation of wealth, profitable employment, 
and free flow of capital in trade. 

Many factors aid in industrial develop- 
ment, but of all factors, population and 
power are indispensable. Population 
furnishes the labor supply and the im- 
mediate local markets, but population will 
not alone suffice. In modern times, no 
great industrial structure can exist with- 
out power. It must be available to turn 
wheels, to transport goods and to render 
countless other services to industry. 

The possession of raw materials, while 
not essential, is nevertheless a great stimu- 
lus to the development of manufactures. 
All the nations of Europe are densely 
populated, and the world war disclosed the 
great importance these nations attached 
to power and raw materials, particularly 
to the sources of power to be found in 
oil and coal. They know that with popu- 
lation and cheap power, industrial devel- 
opment is certain even without raw ma- 
terials, as great masses of people must 
secure raw materials either in manufac- 
tured form or in the raw state to be manu- 
factured, and usually the course is for 
raw materials to be manufactured into 
usable products at centers of population 
regardless of the place of origin. But if in 
addition to population and power, raw 
materials are also at hand, the most favor- 
able conditions exist for manufactures to 
develop and flourish. 

California has in the last ten years 
made a great gain in population. In ad- 
dition, it possesses most of the basic raw 
materials necessary for manufacture. The 
third thing needed by California for un- 
restricted industrial development is power. 


The Basis of California’s Growth 


A brief survey of the history of man- 
ufactures in Caliornia discloses that 
prior to 1900 the state was comparatively 
unimportant as a manufacturing state, but 
that it now produces more manufactures 
than all the other western states com- 
bined. 

This remarkable improvement in the 
state’s industrial position is directly trace- 
able to the California oil industry which 
began about twenty years ago to furnish 
cheap oil, from which cheap power could 
be developed. In the past, fully 6 per 
cent of the power used in California has 
come from oil. The supply is limited, and 
every barrel of oil used decreases the 
available supply. As a result, the oil in- 
dustry is carrying a burden beyond its 
capacity and must be relieved. 

California has no coal supply of good 
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quality. The old days of 40-cent oil are 
gone. The only sound solution for the 
power needs of California lies in the de- 
velopment of hydro-electric power. There 
is no cheaper power available, and if the 
development of water power proceeds un- 
hindered, it will be the impulse for a won- 
derful economic growth in the state, from 
which will come further great gains in 
population and wealth, The advantages 
will accrue not only to the large centers 
of population, but to every part of the 
state. Markets for the product of the 
farmer will increase, and money avail- 
able for investment in and development of 
agricultural lands and communities will 
be abundant. 

The extent to which California can de- 
velop industrially with adequate water 
power is almost without limit. Its geo- 
graphical position on the Pacific gives it 
opportunity for trade with Pacific coun- 
tries, its population affords the necessary 
local markets, and it possesses nearly all 
the basic raw materials. They may be 
roughly classified as lumber and forest 
products, agricultural products, fisheries, 
and mines and minerals including petrole- 
um. These materials for manufacturing, of 
which perhaps the most important is the 
product of agriculture, place the state in 
a position, having cheap power, to de- 
velop and extend most advantageously the 
packing, canning, preserving, milling, lum- 
ber, chemical, fabric, leather and metal 
industries, and a long list of secondary 
industries. 


Public Co-Operation Needed 


The question naturally occurs whether 
the state of California, having the great 
advantage of population and raw materials, 
is in a position to develop the necessary 
hydro-electric power. There is no ques- 
tion at all that favorable physical condi- 
tions exist. What is most needed is the 
co-operation of the public and an under- 
standing by the public of what the develop- 
ment means in order that it may be 
stimulated and encouraged. 

Careful studies indicate that there is pos- 
sible of development in hydro-electric 
power in California 9,250,000 horsepower, 
of which only 942,000 horsepower (a little 
over 10 per cent) is thus far déveloped. 
The potentiality of the state for power 
development is relatively strong. The 
total maximum horsepower in water in 
the whole United States is 59,369,000 and 
in the eleven western states is 42,850,000. 
California thus possesses about 15 per cent 
of the total possible hydro-electric devel- 
opment in the entire country, and about 
23 per cent of the possible hydro-electric 
development in the West. 

The power companies of the state are 














This Booklet 
Will Teach You How 


To Utilize Your Surplus 
Funds 


There can be no more logical pro- 
cedure by the intelligent investor 
at this time, than the purchase of 
sound, income-yielding securities 
under the partial payment plan. 


Our Booklet 


“The Thrift Road to 
Independence” 


explains in a human and readable 
way how to take advantage of 
present price levels by means of 
our partial payment arrangement. 
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Scientific Methods 
of Investing and 
Trading in Stocks 


A free 100-page booklet, 
written by an eminent 
financial authority, 
containing, among 
other subjects: 


Investment and Market 
Conditions 
Investing for Income 
Investing for Profit 
Averaging and Investment 
Limited Averaging 
Using Stop Orders 


This booklet is the result of 
many years of scientific study, but 
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financial publication, 
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ow often have you 
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not unmindful of the need for power.. The 
combined construction programs of all the 
California power companies contemplate 
the development of about 2,000,000 horse- 
power in the next ten years. This de- 
velopment, if carried out, will require an 
expenditure of $500,000,000 to $800,000,000 
during the period of construction. Prob- 
ably $600,000,000 is a close estimate of 
the amount of new money required. 

Will this amount of power be neces- 
sary? If growth continues in the future 
at the same rate it has in the past, the 
state will require about 100,000. horse- 
power additional each year. If, in addi- 
tion to taking care of the normal growth 
and development based upon the rate of 
progress in the past, the water power 
companies are to relieve the oil industry 
of some of its burdens in order to reduce 
the cost of power and preserve for other 
uses the oil supply for which there is no 
substitute, then the additional amount of 
power required will be greater than 100,- 
000 horsepower per annum. At the pres- 
ent time the users of hydro-electric power 
are distributed about as follows: Lighting, 
all classes, 13.6% ; commercial and indus- 
trial power, 45.7%; agricultural power, 
12.9% ; railway power, 27.8%. 


Future Demands 


Increased demands will come from (a) 
normal increase in the needs of present 
users; (b) the substitution of water power 
for oil in many branches of industry; (c) 
new industries, and (d) new uses for 
power. Aside from the demand for water 
power to displace oil, the greatest use in 
the future will probably come from the 
agricultural industry. The best available 
data indicate that there are 22,000,600 
acres of cultivable land in the state out 
of a total of 101,800,000 acres. Of the 
22,000,000 acres suitable for cultivation, 
approximately 4,000,000 acres are under 
cultivation, including all the irrigated 
lands. At present there is installed for 
irrigation purposes in the state, a capacity 
of about 275,000 horsepower. If, in the 
next ten years, as a reflex of the industrial 
growth of the state, the entire 22,000,000 
acres of land be put under irrigation, the 
power installation required will probably 
equal about five times the present capacity 
installed for irrigation purposes. 

The whole state should be animated by 
a spirit of co-operation toward water 
power development. The destiny of Cali- 
fornia as an industrial empire will be 
hastened or delayed as its people encourage 
or discourage the invitation to capital to 
support projects to harness the mountain 
waters. In truth, the future of California 
will be measured in terms of horsepower 
from hydro-electric development. 
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AMERICAN SUGAR 


Its Troubles 


I own 40 shares American a on common, cost- 
ing me 125. I see many reports that their divi- 
dend will be passed at their next meeting. Please 
advise me to the best o i 
hold it or let go. It is 
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bility of a substantial reduction in the 
dividend on American Sugar Refining 
common. While the company has been 
reducing its bank loans, which on De- 
cember 3lst, 1920, amounted to $27,- 
150,000, they are still heavy, and it also 
has to care for the expenditure of sev- 
eral million dollars during the balance 
of the year to complete its Baltimore 
plant. The further decline in the prices 
of raw and refined sugar will result in 
a further loss to the company and 
profits during 1921 will be very small 
and unsatisfactory. Earnings in the 
first quarter of this year were fair, but 
have been less favorable recently. Only 
a substantial recovery in sugar prices 
will permit the company to round out 
the year showing a profit. 

However, if you are willing to see the 
stock go somewhat lower temporarily, 
it would seem to us, in view of the high 
price at which you bought, that it would 
be better for you to hold for the long 
pull, as it should ultimately resume its 
former status. 


STOP ORDERS 


It is noted that frequently you advise the fol- 
lowing up of holdings with “stop loss” orders. 
I fully understand the placing of a stop but I 
do not know just how to follow this up. Will a 
broker take orders to eens out a stock at three 
oints below its high? In other words, will the 

oker follow the stock up with a "perpetual 
three points stop, or does the owner have to look 
out for own interest? Information on this 
supposedly foolish question will be appreciated. 


In regard to a graduating stop loss 
order, we would say that some brokers 
do not care to handle orders of this de- 
scription, as it entails too much work 
and close attention on their part. How- 
ever, some concerns will handle stock 
on such a basis and it is possible your 
brokers might do so, and we would 
suggest that you consult them regard- 
ing the matter. You will appreciate 
however, that if all brokers were to 
make a general practice of automatically 
moving up a stop loss order following 
each point advance in a security and 
the orders on his books were very 
numerous, that his task would be al- 
most impossible and he would be as- 
suming too much risk in sustaining 
losses. It can be done, however, and 
depends on the value of the customer 
and the kind of broker employed. 





BANCO DI ROMA 


Opens New York Office 


The Banco di Roma, one of the largest 
Continental banking institutions, has 
opened a New York office to take care 
of its interests in the United States and 
Canada. This famous bank, whose head- 
quarters are at Rome, has about 150 
branches throughout Italy and is well 
known for its pioneer work in Eastern 
Europe, Asia Minor and on the Medi- 
terranean Coast of Africa. In these dis- 
tricts Italian banks have done a great 
work as representatives of civilization, 
culture, progress, and economic prosperity. 

The New York offices are located at 1 
Wall street and are in charge of Mr. 
Rodolfo Bolla, a banker of wide experi- 
ence. They were formally opened for bus- 
iness on May 1. 


























What Is Our Trouble? 


A Few Questions and Answers About Deflation 
By a Staff Writer 


UR May exports were $330,000,000. 
Our May exports last year were 
$745,000,000, or more than twice as great. 
Our May imports were $208,000,000 
against $451,000,000 in May last year— 
or less than half as great. 
Asia and South America developed 
trade balances against us in April. 
Thirteen of our leading industries 
show decreases ranging from 25% to 
50% in their payrolls and the number 
of employees. 
Five million workers are idle. 
What are we going to do about it? 


What the Big Fellows Think 


In the last few days I called on 
eighteen Big Fellows in order to get their 
views on this problem. These eighteen 
Big Fellows comprised six bankers, four 
heads of big industries, two lawyers, 
two wholesalers, two well recognized 
economists, one railroad chairman, and 
one Common Person who has no par- 
ticular business or professional label. 

Some of these had an assortment of 
remedies—a cornucopia of panaceas; 
some only onc. But the solution first 
mentioned to me was the one upper- 
most in the mind of each particular 
person I was talking to, and so I had 
a right to assume that it was estimated 
by him as the most important. 

Ten put the development of foreign 
trade as first on the list. They called it 
of prime importance because it meant 
increased markets—an outlet for our 
surplus goods—gaining the good will 
of nations that do not think any too 
well of us now—thawing out credits— 
starting our factories—putting the rail- 
roads on their feet—helping the farm- 
ers, and providing work for the idle. 
All other problems in the minds of 
these ten authorities are but the leaves 
of the tree; and to doctor them alone, 
they believe would be like painting the 
leaves as a treatment for a tree that is 
sick. Better treat the roots and soil, 
say these men, or in other words do 
something to gain and hold the markets 
of the world. 

Two bankers said that financing for- 
eign loans was the most important 
thing to do now. With New York Ex- 
change at a premium all over the world, 
and gold flowing over here from all 
directions, none of the proceeds of such 
loans would be withdrawn from this 
country in any other form than that 
of our goods and products, say the 
bankers, and so they believe that this 
financing would tend to effect the bene- 
fits contemplated under the foreign 
trade banks organized under the Edge 
Law. 

Another banker told me he believed 
the Department of Commerce should 
move to establish a better understand- 
ing with our numerous trade associa- 
tions. He says a plan should be worked 
out whereby the Department can co- 
operate with these associations as ef- 
fectively as some of the European 
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countries co-operate with their trade 
combinations. “This would require no 
appropriation—no further burden upon 
tax-payers. It would organize us all 
for competition, for what good are 
markets if we have no machinery with 
which to compete with others? Such 
co-operation would give us all en- 
couragement. It would make us self- 
confident and efficient. Now we are 
working at cross purposes, and all 
tumbling over each other. We are 
trifling with our war inheritance which 
is a foreign trade opportunity, because 
we are not organized and not working 
effectively.” 

Banker No. 4 said that the most im- 
portant thing in his view was to revise 
our revenue and tax measures, cutting 
off surtaxes so that a business man need 
not feel that he has to pay out over 
70% of the fruits of his efforts. “The 
way things are now it kills incentive 
and stifles enterprise. The crippling of 
these two mighty forces is industrial 
suicide. If it were not for oppressive 
taxes business would flourish like the 
green bay tree, capital would seek in- 
vestments, and men would start to work 
on vast and constructive lines.” 

Another banker said: “All we have 
to do is to resume! A couple of years 


ago our wealth was a delusion. We 
lived in a fool’s paradise. Now we 
must come back to the realities. Too 


many of our men today are manipula- 
tors rather than workers. There are 
too many criti¢s and not enough pro- 
ducers. There needs to be a redistribu- 
tion of men. We have plenty of money 
but mot enough business. We have not 
enough business because we lack con- 
fidence. We lack confidence because 
the market is slowly falling. The 
reason the market is slowly falling is 
because things have not yet quite re- 
sumed. We have not yet touched the 
absolute bedrock of valuation. When 
we do, business will be normal again.” 

The fifth banker whom I saw made 
the refreshing comment: “There are 
too many organizations. Let’s concen- 
trate on one thing of importance. Let 
us do that one thing. Merchants are 
buying from hand to mouth in the hope 
that prices generally will recede to the 
pre-war level. Let them go ahead and 
buy and sell. It is of little consequence 
at what level prices are stabilized so 
long as they are stabilized, which is the 
important object. Stabilization will 
come when there is proper adjustment 
of various commodity prices one to 
another and between costs of produc- 
tion and distribution of commodities 
and their prices to consumers.” This 
banker said that Edge Law financing 
enterprises should be-pushed through. 
“We need some more E. H. Harrimans, 
a few more Roosevelts, and a real 
Napoleon on the carpet of world af- 
fairs.” 


What the Common Person Thinks 


The Common Person who was with- 
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PUTS & CALLS 


If stock market traders un- 
derstood the advantage derived 
from the use of PUTS & 
CALLS, they would familiar- 
ize themselves with their op- 
eration. 


PUTS & CALLS place a 
buyer of them in position to 
take advantage of unforeseen 
happenings. 


The risk is limited to the cost 
of the Put or Call. 


Explanatory booklet 14 sent upon 
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Steel Common 
Studebaker 

U. S. Rubber 

Baldwin 

General Asphalt 
American International 


I have prepared a chart covering the 
fluctuations on the above stocks for 1920. 
It shows the splendid opportunities afforded 
by Puts and Calls to take advantage of 
the fluctuations on a small cash outlay. 
When trading with Puts and Calls your loss 
is at all times limited to the small amount 
paid for them, while profits are unlimited, 
or all that a rise or a decline in a stock 
permits. Puts offered on June 3rd, 1921 on 
Mexican Petroleum at 140 showed $3400.00 
net profit on each 100 share Put by 
June 20th, 1921. 


OUT OF TOWN CUSTOMERS 


My out of town customers who are not 
fin touch with the market are able to 
take advantage of the fluctuations with 
Puts and Calls just as though they were 
in my office. So can you. My private 
telegraph code enables you to do this. 
Write for Booklet M-W, it explains how 
they operate. Price list and a copy of 
the above chart will be included. 


WM. H. HERBST 
Dealer in Puts and Calls 


Endorsed by Members of the N. Y. 
Stock Exchange 
20 Broad Street, New York City 
Tel. 1007 Rector Estab. since 1898 
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out any professional or business label 
casually took a seat by me in a New 
York elevated train. Something was 
mentioned about the market going to 
pieces that day. 

“Things are not so bad,” said he. 

“But don’t you see,” I urged, “that 
this country is in darn bad shape just 
now? That—” 

“T have seen worse.” 

“What do you think ought to be done 
anyway?” I asked. 

“Nothing. Just keep plugging along. 
The other day five women sat opposite 
me in the elevated, and all wore dia- 
monds, and all were going to work. 
I have seen the time when a woman 
with a diamond was a curiosity. Every 
one seems to be well dressed and well 
fed.” 

“But how about the idle five mil- 
lion?” I asked. 

“Well, there may be, ycu know, only 
4,999,999 of them.” 

“But glance down there and look at 
the park benches filled with men.” 

“That’s nothing unusual. Most of 
’em are wasters.” 

But I persisted nevertheless far 
enough to ask the question, What must 
precede business revival? 

“Just think prosperity,” said the 
Common Person, “and prosperity will 
come. It’s all a matter of mind.” 

A Banker’s View 

Finally, I went to see a partner in one 
of our greatest international banking 
houses. Said he: 

“We must get back to first principles. 
We must study John Stuart Mill again. 
Thus we would be taught, not how to 
formulate new economic problems, but 
how to solve the problems we already 
have. At least we would learn the 
essential processes of the solution even 
if we did not reach a conclusion. Of 
course, the world war has given us 
new angles and new difficulties, but all 
of these should. be considered accord- 
ing to basic and fundamental economic 
principles. I am not pretending to say 
what these principles are, only that we 
all need to pause a minute and go back 
to Mill.” 


Financing Foreign Trade 

“Do you regard the financing of our 
foreign trade corporations as of primary 
importance just now?” I asked. 

“It is important, and a worthy thing 
to do. But you must consider the prob- 
lem of psychology as a strong factor 
in the working out of these enterprises. 
Many of the nations of Europe and of 
the world seem to have a distrust for 
us. They think we may have played 
too loudly the role of world philan- 
thropists. They are afraid that we are 
self-contained because we did not will- 
ingly share the responsibility of uniting 
with the other nations in a project for 
the insurance of world peace. They 
are puzzled and suspicious because we 
do not seem to have even now any 
definite foreign policy. They call us 
materialists and profiteers. No matter 
what we have done, they seem con- 
stantly to expect us to do more. We 


can do more and at the same time help 
ourselves.” 

“How?” 

“Well, one way is to invest in the 
securities of other sound nations. That 
would provide an outlet for our sur- 
plus products, and establish a better 
sentiment abroad. The interest rates 
are high—too high, perhaps, if we want 
to get rid of the reputation for -ex- 
ploiting. But we should discriminate in 
nations. We should help Italy because 
she is trying her best and is accomplish- 
ing wonderful things. She is a neces- 
sary importer of many things that we 
have. We should help Czecho-Slovakia 
because it is the backbone of old Aus- 
tria and contains within its confines 
some of the best natural resources of 
Europe. It is one of the coming na- 
tions. We should help Jugo-Slavia for 
the same reason. Our assistance should 
be withheld from Greece and Poland 
until they behave themselves. In refer- 
ence to Germany, she will be up against 
it for raw materials. She could buy 
raw materials when we were investing 
in her marks—in fact, our investments 
in German marks practically financed 
German exportations to this country to 
compete with our own manufacturers. 
Now all her resources from her foreign 
trade must go to pay the indemnity. 
Germany sorely needs our raw ma- 
terials. Sweden and Switzerland suffer 
because their currency is not depre- 
ciated—paradoxical but true. 

“Here is another point. If it were 
possible, for instance, for us to find 
an immediate market in Europe for our 
surplus cotton, there would be few 
buyers because most of the countries 
have no practicable ways of working. 
it up. They lack overseers and superin- 
tendents necessary to do efficient work. 
There is a dearth of skilled labor. There 
were ten millions of Europeans killed 
in the war, and thirty millions wounded. 
This devastation took the flower of the 
continent—the best bodies and the best 
brains. Do we realize what this loss 
means? Let me illustrate it: If the 
wounded were conveyed from Europe 
to the Battery by ship, it would take ten 
thousand ships.” 

“Your statement that European senti- 
ment is, in some quarters, inclined to 
be against us, is interesting,” I inter- 
rupted. “How about the South Ameri- 
can countries?” 

“Some of the South American coun- 
tries are sore at us too,” said Mr, 
Banker. “We took orders at the most 
favorable times, and when favorable con- 
ditions changed to unfavorable, we 
ignored the orders. We delivered goods 
to suit our convenience. The result is 
the banks down there had to take the 
losses and the merchants were incon- 
venienced. Of course, there are two 
sides to every story, but the seller 
should strive to please his customer, 
as a general rule.” 

“What can be done in a governmental 
way?” 
. Oil the Machinery ! 

“Oil the machinery so that it will 
work faster and better. Our Depart- 
ment of Commerce has_ excellent 
theories and splendid plans if it will 
only hurry and get to work on them.” 
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